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The Year in Review and Investment Themes for 2017

Welcome to the ninth year of the bull market! Typi-
cally, a rally is starting to wear down by now, with corpo-
rate profit growth slowing, interest rates headed higher, and
valuations are a bit stretched. And yet, while each of those
factors will likely have an impact on stocks in 2017, our
overall outlook remains positive.

Our forecasts assume solid economic growth, with
GDP expanding in the 2.5% range for the next 3-4 quarters
before slowing into 2018; relatively low interest rates,
though the 10-year Treasury bond yield is expected to gradu-
ally rise toward 3.00% in 2017 as the Federal Reserve con-
tinues to run its program of lifting short-term rates to nor-
mal levels; 8%-9% EPS growth in 2017; and strengthening
global economies, led by China’s transition toward a ser-
vice economy.

Risks to our forecasts include uneven economic growth
in Europe and the BRIC nations; federal budget levels in
the U.S.; oil price volatility; and geopolitical and terror
threats. Despite all, we expect returns of 10%-12% in U.S.
stocks in 2017, in line with the historical averages as the
economy and profits grow, while the central bank tries to
stay ahead of inflation. We would not be surprised to see
stocks break out to new highs in the first half, as President-
elect Trump enjoys his first 100 days. In the second half, as
the Fed weighs further rate increases, we expect to see in-
vestors consider the option of consolidating gains.

In a certain-to-be-unpredictable market environment,
here are some of the key investment themes that we think
will be important over the next 12 months:

A CONFIDENT CONSUMER:
The equity bull market is intact as it begins its ninth year
(the 50-year average is 4.5 years), having rallied to new
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highs after the presidential election. Meanwhile, the housing
market is improving, and unemployment has been declining
for eight years. Consumer confidence is back near levels last
seen in 2006. These are all reasons for consumers to open
their wallets — driving consumer spending and economic
growth. Companies that should benefit include Procter &
Gamble (PG), Walt Disney (DIS), Comcast Corp. (CMCSA),
Home Depot (HD), Visa (V), Las Vegas Sands (LVS), Foot
Locker (FL), Dicks Sporting Goods (DKS), Omnicom (OMC)
and Toll Brothers (TOL).

RISING RATES:
The Federal Reserve, taking a cue from the consumer sector,
has decided that the U.S. economy is strong enough to with-
stand higher short-term interest rates. In December 2016, the
Fed lifted the federal funds rate from a range of 0.25%-0.50%
to a new range of 0.50%-0.75%. This was the second rate
hike in the current cycle, and the first in a year. Fed Chair
Janet Yellen has said that the central bank expects “only
gradual increases” in the federal funds rate, which is “likely
to remain, for some time, below levels that are expected to
prevail in the longer run.” We interpret this to mean 2-3 more
rate increases during 2017, depending on how the economy
and global markets react to the latest hike. Higher interest
rates — at both the short and long ends of the yield curve —
will ultimately cut into corporate profit margins. Still, a num-
ber of financial firms will benefit, at least initially, including
the regional banks. These banks immediately raised prime
rates, which will help their net interest margins, and at least
for now have declined to raise deposit rates. In this group we
like BB&T (BBT), PNC Financial Services Group (PNC)
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and Wells Fargo (WFC). Asset managers T Rowe Price
(TROW) and Federated Investors (FII) are also likely to be
big beneficiaries as the amount of fees they have been waiv-
ing on money market assets will be reduced. Life insurance
companies may also benefit, as the income generated in their
investment portfolios should increase given higher rates. Our
top picks in this area include MetLife (MET), Prudential
(PRU) and American International Group (AIG).

REBUILDING THE
NATIONAL INFRASTRUCTURE:
President-Elect Donald Trump has pledged to spend more
than $500 billion to rebuild the nation’s infrastructure, and
this initiative should benefit a number of Materials, Indus-
trial and Tech companies, among others. Our research indi-
cates that U.S. public spending on infrastructure — includ-
ing spending by federal, state and local governments — to-
taled approximately $500 billion in 2015. This was up 2%
year-over-year and up 27% over the past 10 years; however,
it was also down 28% from the $700 billion spent in 2011, as
the U.S. economy emerged from recession and President
Obama enacted a fiscal stimulus plan. The new president is
looking to return to those heavy-fiscal-spending days. Infra-
structure spending will be directed toward a number of target
areas: highway, power, transport, residential, office,
healthcare, public safety, etc. Highway spending accounted
for 2% of spending in 2015, in line with the historical aver-
age. However, spending on other types of infrastructure has
varied over the years. For instance, commercial facility con-
struction accounted for 3.8% of spending in 2015, down from
5.8% in 2005; and residential construction dropped to 2.0%
from 5.0% over that time frame. The growth areas have been
public safety, including cybersecurity (now 5.2%, up from
2.9%); conservation and water quality (now 11.1%, up from
8.3%); and healthcare (now 7.3%, up from 2.8%). We have
designed a portfolio of “Best of Breed” companies that are
expected to benefit from growth in infrastructure spending.
The stocks in our portfolio are clearly linked to probable
projects, up and down the value chain. We have companies
that manage the building process, such as AECOM (ACM),
Jacobs Engineering (JEC) and Accenture (ACN). We have
companies that provide equipment and supplies, including
Vulcan Materials (VMC), Nucor (NUE), Caterpillar (CAT),
United Rentals (URI) and Cisco Systems (CSCO). We also
have companies that will be doing the designing, building
and deploying. This list includes International Business Ma-
chines (IBM), Palo Alto Networks (PANW), Raytheon (RTN),
Itron (ITRI), NextEra (NEE) and Eaton (ETN). Lastly, the
portfolio includes service companies such as Moody’s (MCO),
Ecolab (ECL) and Waste Management (WM).

ECONOMIC & MARKET COMMENTARY (CONT.)

ENERGY DEREGULATION:
Though President-elect Trump has not yet detailed his spe-
cific energy policies, in pre-election speeches he spoke fre-
quently about reducing regulation, limiting oil imports and
drilling for more oil and gas in a broad move toward domes-
tic energy independence. His cabinet picks have crystallized
some of these views. For Secretary of State, Mr. Trump has
nominated the CEO of Exxon Mobil, Rex W. Tillerson. For
Secretary of Energy, he has selected former Texas Gover-
nor Rick Perry, who had pledged to eliminate the Energy
Department when he was running for president in 2012. Mr.
Trump’s choice to run the Environmental Protection Agency
is Scott Pruitt, the Oklahoma Attorney General who has
fought regulation and encouraged fracking from his state
perch. Oil prices have moved higher since the election, but
in our opinion the move is based more on OPEC’s recent
announcement to curtail production than it is on Trump’s
pro-supply steps. Regardless, we look for good performance
out of the Oil Patch in 2016.

We think the price per barrel of West Texas Intermedi-
ate Crude will average $52 in 2017. That’s above the aver-
age of $43 per barrel in 2016 but below the $90-plus price
points in 2013-14. Low oil prices are not good for highly
indebted exploration & production companies with exten-
sive offshore operations. Avoid them. But low oil prices are
good for refiners, and we would not be surprised to see well-
capitalized integrated oil companies snap-up assets on the
cheap. We also like E&P companies with exposure to the
Permian Basin in Texas. We have a Market-Weight recom-
mendation on Energy; the sector represents 7.5% of the mar-
ket capitalization of the S&P 500. Our top oil picks include
refiners Valero (VLO) and Phillips 66 (PSX) and large-cap
potential consolidators Chevron Corp. (CVX), EOG Re-
sources (EOG), Schlumberger (SLB) and Exxon Mobil
(XOM).

DEEP LEARNING:
Deep Learning is moving Machine Learning toward the holy
grail of Artificial Intelligence. Before we look ahead, let’s
take a step back. Machine Learning dates to the 1950s, when
IBM scientists wrote the first algorithms that enabled com-
puters to remember, learn and improve performance through
trial and error. Big Blue’s computers became top-notch play-
ers of the game checkers. As the decades passed, two things
happened. More data became available for analysis, and the
computer scientists wrote programs that allowed computers
to tackle more complex tasks, such as recognizing facial
features and patterns, and categorizing objects into groups.
Computers have now learned to speak and drive cars. Deep
Learning is poised to take these successes and move them
to a new level, as even more data becomes available for



- 3 -

analysis. This is already beginning to play out in the economy
and the market.  As they move into cognitive computing, Cloud
hosts like Amazon Web Services (a division of Amazon,
(AMZN)) and internet service providers such as Facebook
(FB) are discovering that characteristics such as complex pat-
tern recognition and inferencing required for graphics pro-
cessing are well suited for hyperscale, cognitive computing,
and artificial intelligence. In 2106, semiconductor companies
with graphics processing products or GPUs (such as Advanced
Micro Devices (AMD) and NVidia (NVDA)) were the best-
performing stocks — not on gaming console sales, but on re-
alization of the usefulness of this technology for future appli-
cations. As an example, NVidia is working on AI with several
companies and on driverless cars with Tesla (TSLA) and oth-
ers. Security companies such as Symantec (SYMC) and data-
base companies such as Salesforce.com (CRM) are beginning
to incorporate Deep Learning analytics in their product de-
velopment. In the Healthcare sector, Alphabet (GOOGL) is
working with Johnson & Johnson (JNJ) and AbbVie (ABBV)
on drug discovery.

MED-TECH:
Healthcare sector performance weakened in 2016, as drug
pricing became an important issue in the presidential elec-
tion. Performance was strong in the first few years of the bull
market, from 2009-2014, due in large part to a resurgence in
promising new products from pharmaceutical company labo-
ratories. Indeed, the latest crop of new drugs — treating con-
ditions such as multiple sclerosis, hepatitis B, diabetes and
cancer, among others — rivaled the batch produced during
the mid-1990s that included blockbuster treatments for high
cholesterol, depression, anemia and ED. Looking into 2017,
many investors are worried that President-elect Trump may
take steps to cap prices of expensive drugs, and the Pharma
industry could continue to lag. We see better opportunities for
Med-Tech and Healthcare service companies, however. Med-
Tech companies have an advantage over Big Pharma as they
are less regulated and can typically bring their products to
market more quickly. In addition, they have more opportu-
nity for growth overseas, as copying is more difficult and as
middle classes grow in Asia and Latin America. Healthcare
service companies, meanwhile, are in position to help the
Trump administration reign in runaway costs. Thus, Healthcare
companies that we favor this year do not include Big Pharma
but do include Thermo Fisher Scientific (TMO), Danaher
(DHR), Hologic (HOLX), Stryker (SYK), Abbott Laborato-
ries (ABT), Quintiles Transnationals (Q), Cerner (CERN) and
United Healthcare (UNH).

THE MILLENNIALS:
A new generation of consumers — the Millennials — has
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become the largest demographic cohort in the country, and
this group is demanding a new menu of products and ser-
vices. There are now over 92 million Millennials, born be-
tween 1982 and 2000 and ranging in age from their mid-
teens to their mid- 30s. Given this age spread, their purchas-
ing power is still emerging. According to our research,
Millennials have $300 billion in direct purchasing power,
mostly representing older Millennials established in their
work and families. They have an additional $500 billion in
indirect purchasing power, representing spending by their
mainly boomer parents on housing, sustenance, clothing,
education, healthcare and entertainment. Millennials are al-
ready coveted by marketers, even though they control only
30% of their purchasing power. As millennials rise into their
maturity, they will increasingly control their own spending.
And disposable income will further rise as mid-20s
Millennials pay off their “mountain” of student debt. We have
designed a portfolio that addresses this theme. The portfolio
includes companies such as Monster Beverage (MNST),
Priceline (PCLN), Charles Schwab. (SCHW), Paypal (PYPL),
BlackRock (BLK) and Equity Residential (EQR), and is pub-
lished in our Special Situations report.

DIVIDEND GROWTH:
Now that the Federal Reserve has started to raise the federal
funds rate, interest rates across the yield spectrum should
begin to head modestly higher. This has a couple of implica-
tions for stocks. For one, secure fixed-income instruments
(such as long-term Treasuries) will likely begin to attract, at
the margin, more income investors — this at the expense of
high-yield stocks such as Utilities and Telcos. For another,
higher rates should also signify a solid economy, which can
translate to stronger dividend growth. In this environment,
we recommend companies with long records of increasing
dividend payouts, such as Air Products & Chemicals (APD),
Nucor (NUE), Automatic Data Processing (ADP), Sherwin-
Williams (SHW), Clorox (CLX), PPG Industries (PPG), S&P
Global (SPGI), Becton Dickinson (BDX) and T. Rowe Price
(TROW), among others.

SUSTAINABLE IMPACT INVESTING:
This trend has had legs for the past decade, as assets under
management in SRI funds have grown to $8.7 trillion in 2015
from $2.1 trillion in 2003, according to the Forum for Sus-
tainable and Responsible Investment. As assets have grown,
the approach has evolved. In the mid-1980s, “socially re-
sponsible investing” emerged and took an exclusionary ap-
proach. No guns. No alcohol. No tobacco. But as returns
lagged, the approach changed to become more “what com-
panies should do” as opposed to “what companies shouldn’t
do.” Now, Impact Investing is focused on major initiatives
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such as climate change, gender equality, agricultural
sustainability and the war on global poverty. Companies are
now being analyzed on their approaches to these and other
issues such as board independence, environmental manage-
ment, human rights and community & politics. Twice a year,
we screen the companies in the Argus universe against Sus-
tainable Impact criteria established by IW Financial, and the
results are published in our Special Situations report. We have
also designed a portfolio based on this investment theme, in
conjunction with UIT partner Smart Trust. Stocks that score
highly on the Sustainable Impact criteria and are included in
our portfolio are Johnson & Johnson (JNJ), CVS Health (CVS),
AT&T (T), Cisco Systems (CSCO), S&P Global Inc. (SPGI)
and Texas Instruments (TXN).

ACTIVIST INVESTING:
This is another investment theme that has gained credibility
and AUM in recent years, as investors such as Carl Icahn,
Nelson Peltz, John Paulson, Daniel Loeb and David Einhorn
have targeted underperforming companies and pushed for
change. Success stories include Yahoo, Darden Restaurants
and even Apple, among others. We have devised a strategy for
a Unit Investment Trust, sponsored by Invesco, that identifies
deep value companies that could be appealing for activist in-
vestors. Companies in the Argus universe that may meet these
criteria include Air Products & Chemicals (APD), Ralph
Lauren (RL), Anadarko Petroleum (APC), Morgan Stanley
(MS), Rockwell Collins (COL), Allergan (AGN) and Biogen
Idec (BIIB).

INNOVATION:
This will likely always be an investment theme at Argus, as
long as the U.S. economy continues to address increasingly
complex demands not only from domestic consumers but from
global markets as well. The Healthcare and Technology sec-
tors remain leaders in innovation, and BUY-rated companies
in this group include Amgen (AMGN), Regeneron (REGN),
Merck (MRK), Visa (V), Intel (INTC), Qualcomm (QCOM)
and Apple (AAPL). But innovation doesn’t have to come at
the cutting edge of new products. Many Argus-followed com-
panies are innovating to boost margins and profitability, as
part of their focus on delivering consistent shareholder returns.
These companies range from Illinois Tool Works (ITW) to
Honeywell (HON) to Verizon (VZ) to PPG Industries (PPG).

Look for these themes to be discussed and updated dur-
ing Argus conference calls and presentations, and in our re-
ports such as Special Situations and Screens.

THANK YOU FOR YOUR SUPPORT IN 2016
As the year draws to a close and we look to the future with
confidence, the professionals at Argus remain committed to

the long-time values associated with our brand: a clear focus
on quality and service; an emphasis on continual improve-
ment and growth; and a duty to support and promote ethical
investing.

During 2016, we experienced numerous achievements
and successes. We brought on three new staff members:
Katelyn Bayone and David Coleman to our research team,
and Randall Schut to our sales team.

We continued to focus on applying our research con-
clusions to investment strategies and have increased our stable
of Argus-advised portfolios to six in number. Our newest
strategy is based on analysis of insider trading trends by our
sister company Vickers Stock Research. The insider strat-
egy joins our line-up that already includes Deep Value (Ac-
tivist Investing); Growth (Modern Innovators); Dividend
Growth; Sustainable Impact; and International Equity High
Yield.

Behind the scenes, we are developing reports to ex-
pand our report coverage to 1,500 stocks, as well as options
and ETFs. We are also working on upgrading our Preferred
Stock coverage.

We boosted our core common stock coverage by ap-
proximately 10%, adding new names including American
Water Works (AWK), Arconic (ARNC), Arista Networks
(ANET), AstraZeneca (AZN), BHP Billiton (BHP), Chicago
Bridge & Iron (CBI), Canadian National Railway (CNI),
Canadian Pacific Railway (CP), DR Horton (DHI), Fastenal
(FAST), GrubHub (GRUB), International Game Technolo-
gies (IGT), Jacobs Engineering (JEC), Kraft Heinz (KHC),
Leidos (LDOS), Lennar (LEN), Manpower (MAN),
NutriSystem (NTRI), Paccar (PCAR), Rio Tinto (RIO),
Roper Technologies (ROP), Republic Services (RSG),
Sherwin-Williams (SHW), Twilio (TWLO) Tyson Foods
(TSN) and United Rentals. (URI).

Five of our analysts were recognized by StarMine for
their stock-picking skills, including David Toung; Chris
Graja, CFA; John Staszak, CFA; Lucy Moore; and Nicolay
Nielsen.

And finally, we were delighted to visit clients across
the country, from Boston to California to Texas to Missis-
sippi to Florida, Illinois, Missouri, Pennsylvania, upstate New
York and New Jersey. We are always happy to host clients
when they are in New York City, so please keep us posted of
your travel plans.

We again thank you for your continued support of Argus
Research, and wish you a happy holiday season and all the
best in 2017.

John Eade, Chairman and CEO
of Argus Research Group
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