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"A New Queen Bee?!" 

 
By the time a queen bee is five she is old and no longer reproduces, leaving her army of honeybees torn between 
loyalty and survival.  Since the hive cannot survive without a productive queen, the beekeeper reaches into the hive 
with a long-gloved hand and squashes the enfeebled queen.  With the entire hive as a witness, all know the queen is 
dead.  Absent the scent of their leader, the honeybees panic.  But, the beekeeper is prepared, having ordered a new 
queen from a bee breeder.  Arriving in a two-inch-long wooden box with a screen at the top and bottom, the queen is 
accompanied by a court of six to eight escort bees who care for her every whim, cleaning her, feeding her, removing 
her waste.  At one end of the box a tiny piece of hard candy blocks access to the queen.  When the box is inserted into 
the hive, the first instinct of the worker bees, who immediately know she has the wrong scent, is to kill the new queen.  
The workers struggle to reach her, but are blocked by the candy.  Soon they become diverted by the sweet [candy], and 
over the two or three days it takes to eat through it they succumb to the enticement.  Their fealty is won.  All hail the 
new queen. 

 “Three Blind Mice” by Ken Auletta (American writer, journalist and media critic) 

Something similar to this “new queen bee” story is happening now.  The “old queen” has been the Federal Reserve and 
monetary policy.  The “new queen” appears to be the White House and fiscal policy.  The White House seems nervous that 
monetary policy, the Fed, and up until recently the continuing policy of lowering interest rates, has not produced the typical 
strong economic rebound following a “soft patch.”  So, the “new queen” looks to be fiscal policy and the White House.  As 
repeatedly stated, “The White House is ‘driving’ the equity markets and not the Fed, which is a huge change from the past 
two decades.”  Now Wall Street loved the old queen.  The Street loved lower interest rates, figuring that stimulation would 
revive the banks, business, and the economy in general.  Yet many investors are leery about the new queen.  The Street 
worries that tax cuts could be a catalyst for bigger budget deficits and higher inflation.  Moreover, the media, the Democrats, 
and even many Republicans appear to be taking every opportunity to undermine our new President.  However, the White 
House figures that Wall Street will eventually succumb to the sweet lure of tax cuts, reduced regulation, repatriation of 
foreign corporate profits, a fix for Obamacare, etc.  But, beekeepers sometimes get stung!  The head beekeeper in 
Washington D.C., the President, knows that the economy remains in a fragile state.  He knows the worker bees are worried 
about their jobs, their hive, and their honey.  He knows they will sting Republicans in the next election if he does not get the 
economy moving again, but we think he will. 

Wall Street is also worried about getting stung.  The Street has bid the S&P 500 (SPX/2351.16) up ~30% from last year’s 
February lows, and up nearly 10% from the Presidential election lows, with many indices doing better than that.  So what’s 
driving the Trump rally?  Well, as the always insightful Craig White, portfolio manager of the Canada-based HugganWhite 
Wealth Management organization, writes: 

1. Stimulus measures proposed by the new administration including tax reform, increased infrastructure spending, a 
reduction in regulation and the potential repatriation of off-shore dollars. 

2. A strong fourth quarter earnings season, highlighted by more than 65% of reporting companies beating 
expectations. 

3. Multiples that are fairly valued based on forward earnings expectations. 
4. An economic backdrop that continues to show resilience with employment, manufacturing, wage growth etc. all 

trending positive (chart 1 on page 3). 
5. Business optimism that has picked up materially over the past year (NFIB Small Business Optimism Index – chart 

2). 
6. Fund flows benefiting equities for the first time since mid-2104. 
7. An improvement in overall sentiment compared to early 2016 (chart 3). 

We agree with point 1, except we do not think infrastructure spending will occur quickly.  The majority of infrastructure 
spending happens at the state and local level, so it is hard to envision how the government can wave a magic wand and 
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immediately foster such spending.  Recall that when the American Recovery and Reinvestment Act (ARRA) was passed it took 
a long time before the first dollars “showed up.”  Point 2 we clearly agree with since we remain of the view the “profits 
trough” occurred in the 2Q16 and the equity markets are/have transitioned from an interest rate driven to an earnings 
driven, secular bull market.  Indeed, as of last Friday, of the S&P 500 companies that had reported 4Q16 earnings, aggregate 
earnings improved by 7.5% with 69% of those companies reporting better than expected numbers.  Three, if you believe 
S&P’s 2017 earnings estimate for the S&P 500, and that for every one point drop in the corporate tax rate hypothetically adds 
$1.31 to those earnings, stocks are not all that expensive.  Four, there is little doubt the economy is getting better.  Five, 
hereto there is little doubt small business optimism has soared.  Six, investors poured nearly $18 billion into equity mutual 
funds and exchange-traded funds in the week of February 15.  And seven, sentiment is profoundly ebullient, which is actually 
a cause for some near-term concern. 

The call for this week: Vince Lombardi once opined, “I never lost a game.  I was only behind when time ran out!”  And that 
appears to be the operative quote for me and my short/intermediate models over the past few weeks since the SPX has 
overrun my models’ maximum upside trading target of 2330, as well as “Trumping” the models’ downside window of 
vulnerability slated for late January/early February.  Indeed, since the election the SPX has not experienced a 1.5% drawdown 
on a closing basis from a closing high.  In fact, the SPX has gone 89 sessions without even a 1% decline.  To be sure, the equity 
markets have thumbed their collective noses at: a negative astrological sign where on February 10/11 we got a Snow Moon; a 
Lunar Eclipse, and a Comet (Snow Moon); negative Treasury tax receipts for the first time since the financial crisis; a raging 
battle between the White House and the intelligence community and the media; rising inflation; a more hawkish Fed; an 
overbought condition; hints of protectionism; a downside “island gap” in the SPX chart; and a historically low Volatility Index 
(VIX).  To this VIX point, the longest dated VIX futures contract (October 2017) traded below 17 recently.  This is a fairly rare 
event and tends to be associated with “trading tops.”  Furthermore, this type of recent panic buying is strongly correlated 
with the kind of buying you see toward the end of a trend and not the beginning of a new upside trend.  Still, in this business 
price is reality and the reality is we have gotten wrong-footed over the past few weeks.  Fortunately, most of the stocks 
featured in these reports have continued to do well.  One that has lagged, and remains positively rated by our fundamental 
analysts, is Premier, Inc. (PINC/$31.35/Outperform), a healthcare improvement company.  Additionally, we talked to a wicked 
smart, healthcare-centric portfolio manager last week who suggested we take a closer look at Mylan N.V. (MYL/$42.05/ 
Strong Buy), which screens well on our models and carries a favorable rating from our fundamental analyst.  For more 
information please see our analysts’ reports.  This morning the S&P 500 preopening futures are higher again by about 5.50 
points on no real overnight news. 

 

  

http://www.space.com/35656-snow-moon-lunar-eclipse-and-comet-expectations.html
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Chart 1 

 

Source: Bloomberg, Bespoke Investment Group 

 

Chart 2 

 

Source: Bespoke Investment Group 
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Chart 3 

 

Source : Bespoke Investment Group 
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Important Investor Disclosures 
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in 
the United States. Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg, 
FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities that are responsible for 
the creation and distribution of research in their respective areas: in Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia 
Street, Vancouver, BC V6C 3L2, (604) 659-8200; in Europe, Raymond James Euro Equities SAS (also trading as Raymond James 
International), 40, rue La Boetie, 75008, Paris, France, +33 1 45 64 0500, and Raymond James Financial International Ltd., Broadwalk 
House, 5 Appold Street, London, England EC2A 2AG, +44 203 798 5600. 

 

This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in 
any locality, state, country, or other jurisdiction where such distribution, publication, availability or use would be contrary to law or 
regulation.  The securities discussed in this document may not be eligible for sale in some jurisdictions.  This research is not an offer to sell 
or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal.  It does not 
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients.  Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital 
may occur.  Investors should consider this report as only a single factor in making their investment decision. 

For clients in the United States: Any foreign securities discussed in this report are generally not eligible for sale in the U.S. unless they are 
listed on a U.S. exchange.  This report is being provided to you for informational purposes only and does not represent a solicitation for the 
purchase or sale of a security in any state where such a solicitation would be illegal.  Investing in securities of issuers organized outside of the 
U.S., including ADRs, may entail certain risks.  The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of, the U.S. Securities and Exchange Commission.  There may be limited information available on such securities.  Investors who 
have received this report may be prohibited in certain states or other jurisdictions from purchasing the securities mentioned in this report.  
Please ask your Financial Advisor for additional details and to determine if a particular security is eligible for purchase in your state.  

The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell 
any security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such 
information is accurate or complete. Persons within the Raymond James family of companies may have information that is not available 
to the contributors of the information contained in this publication. Raymond James, including affiliates and employees, may execute 
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication.   

Raymond James (“RJ”) research reports are disseminated and available to RJ’s retail and institutional clients simultaneously via electronic 
publication to RJ's internal proprietary websites (RJ Investor Access & RJ Capital Markets). Not all research reports are directly distributed 
to clients or third-party aggregators. Certain research reports may only be disseminated on RJ's internal proprietary websites; however 
such research reports will not contain estimates or changes to earnings forecasts, target price, valuation, or investment or suitability 
rating. Individual Research Analysts may also opt to circulate published research to one or more clients electronically. This electronic 
communication distribution is discretionary and is done only after the research has been publically disseminated via RJ’s internal 
proprietary websites. The level and types of communications provided by Research Analysts to clients may vary depending on various 
factors including, but not limited to, the client’s individual preference as to the frequency and manner of receiving communications from 
Research Analysts. For research reports, models, or other data available on a particular security, please contact your RJ Sales 
Representative or visit RJ Investor Access or RJ Capital Markets. 

Additional information is available on request. 

 

Analyst Information 

Registration of Non-U.S. Analysts:  The analysts listed on the front of this report who are not employees of Raymond James & Associates, 
Inc., are not registered/qualified as research analysts under FINRA rules, are not associated persons of Raymond James & Associates, Inc., 
and are not subject to FINRA Rule 2241 restrictions on communications with covered companies, public companies, and trading securities 
held by a research analyst account.    

Analyst Holdings and Compensation: Equity analysts and their staffs at Raymond James are compensated based on a salary and bonus 
system. Several factors enter into the bonus determination including quality and performance of research product, the analyst's success 
in rating stocks versus an industry index, and support effectiveness to trading and the retail and institutional sales forces. Other factors 
may include but are not limited to: overall ratings from internal (other than investment banking) or external parties and the general 
productivity and revenue generated in covered stocks.  

 

The views expressed in this report accurately reflect the personal views of the analyst(s) covering the subject securities. No part 
of said person's compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
contained in this research report. In addition, said analyst has not received compensation from any subject company in the last 
12 months. 
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https://urldefense.proofpoint.com/v2/url?u=https-3A__www.rjcapitalmarkets.com_Logon_Index&d=CwMFAg&c=Od00qP2XTg0tXf_H69-T2w&r=rNefLiWFkSilhqVDo70w43i53TsltTjCWk3T7beArK4&m=PC3IXwh9yes797fhP8lxVmKOzaJCoi7yXoDL8EwSFBo&s=mLGRTdxZ5EwPQ9maeBsF0fvXad1Tt0SL_21LNPN2LVA&e=


Raymond James  Investment Strategy 

© 2017 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.  

International Headquarters:  The Raymond James Financial Center  |  880 Carillon Parkway  |  St. Petersburg, Florida 33716  |  800-248-8863 6 

Ratings and Definitions 

Raymond James & Associates (U.S.) definitions   

Strong Buy (SB1)  Expected to appreciate, produce a total return of at least 15%, and outperform the S&P 500 over the next six to 12 months. 
For higher yielding and more conservative equities, such as REITs and certain MLPs, a total return of at least 15% is expected to be realized 
over the next 12 months. 
Outperform (MO2)  Expected to appreciate and outperform the S&P 500 over the next 12-18 months. For higher yielding and more 
conservative equities, such as REITs and certain MLPs, an Outperform rating is used for securities where we are comfortable with the relative 
safety of the dividend and expect a total return modestly exceeding the dividend yield over the next 12-18 months. 
Market Perform (MP3)  Expected to perform generally in line with the S&P 500 over the next 12 months. 
Underperform (MU4)  Expected to underperform the S&P 500 or its sector over the next six to 12 months and should be sold. 
Suspended (S)  The rating and price target have been suspended temporarily.  This action may be due to market events that made coverage 
impracticable, or to comply with applicable regulations or firm policies in certain circumstances, including when Raymond James may be 
providing investment banking services to the company.  The previous rating and price target are no longer in effect for this security and should 
not be relied upon. 
 
Raymond James Ltd. (Canada) definitions   

Strong Buy (SB1)  The stock is expected to appreciate and produce a total return of at least 15% and outperform the S&P/TSX Composite Index 
over the next six months. 
Outperform (MO2)  The stock is expected to appreciate and outperform the S&P/TSX Composite Index over the next twelve months. 
Market Perform (MP3)  The stock is expected to perform generally in line with the S&P/TSX Composite Index over the next twelve months and 
is potentially a source of funds for more highly rated securities. 
Underperform (MU4)  The stock is expected to underperform the S&P/TSX Composite Index or its sector over the next six to twelve months 
and should be sold. 
 
Raymond James Europe (Raymond James Euro Equities SAS & Raymond James Financial International Limited) rating definitions 

Strong Buy (1)  Expected to appreciate, produce a total return of at least 15%, and outperform the Stoxx 600 over the next 6 to 12 months. 
Outperform (2)  Expected to appreciate and outperform the Stoxx 600 over the next 12 months. 
Market Perform (3)  Expected to perform generally in line with the Stoxx 600 over the next 12 months. 
Underperform (4)  Expected to underperform the Stoxx 600 or its sector over the next 6 to 12 months. 
Suspended (S)  The rating and target price have been suspended temporarily. This action may be due to market events that made coverage 
impracticable, or to comply with applicable regulations or firm policies in certain circumstances, including when Raymond James may be 
providing investment banking services to the company. The previous rating and target price are no longer in effect for this security and should 
not be relied upon. 
 
In transacting in any security, investors should be aware that other securities in the Raymond James research coverage universe might carry a 
higher or lower rating.  Investors should feel free to contact their Financial Advisor to discuss the merits of other available investments. 

 
Rating Distributions 

 Coverage Universe Rating Distribution* Investment Banking Distribution 

 RJA RJL  RJEE/RJFI RJA RJL  RJEE/RJFI 

Strong Buy and Outperform (Buy) 51% 72%  53% 20% 47%  0% 

Market Perform (Hold) 44% 27%  32% 9% 10%  0% 

Underperform (Sell) 5% 1%  14% 4% 0%  0% 

* Columns may not add to 100% due to rounding. 

 

Suitability Ratings (SR) 

Medium Risk/Income (M/INC)  Lower to average risk equities of companies with sound financials, consistent earnings, and dividend yields 
above that of the S&P 500. Many securities in this category are structured with a focus on providing a consistent dividend or return of capital. 

Medium Risk/Growth (M/GRW)  Lower to average risk equities of companies with sound financials, consistent earnings growth, the potential 
for long-term price appreciation, a potential dividend yield, and/or share repurchase program.  

High Risk/Income (H/INC)  Medium to higher risk equities of companies that are structured with a focus on providing a meaningful dividend 
but may face less predictable earnings (or losses), more leveraged balance sheets, rapidly changing market dynamics, financial and competitive 
issues, higher price volatility (beta), and potential risk of principal. Securities of companies in this category may have a less predictable income 
stream from dividends or distributions of capital.  

High Risk/Growth (H/GRW)  Medium to higher risk equities of companies in fast growing and competitive industries, with less predictable 
earnings (or losses), more leveraged balance sheets, rapidly changing market dynamics, financial or legal issues, higher price volatility (beta), 
and potential risk of principal. 
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High Risk/Speculation (H/SPEC)  High risk equities of companies with a short or unprofitable operating history, limited or less predictable 
revenues, very high risk associated with success, significant financial or legal issues, or a substantial risk/loss of principal. 

 

Raymond James Relationship Disclosures 

Raymond James expects to receive or intends to seek compensation for investment banking services from the subject companies in the 
next three months. 

Company Name Disclosure 

Mylan N.V. Raymond James & Associates makes a market in shares of MYL. 

Premier, Inc. Raymond James & Associates makes a market in shares of PINC. 

 

Stock Charts, Target Prices, and Valuation Methodologies 

Valuation Methodology:  The Raymond James methodology for assigning ratings and target prices includes a number of qualitative and 
quantitative factors including an assessment of industry size, structure, business trends and overall attractiveness; management effectiveness; 
competition; visibility; financial condition, and expected total return, among other factors.  These factors are subject to change depending on 
overall economic conditions or industry- or company-specific occurrences. Only stocks rated Strong Buy (SB1) or Outperform (MO2) have 
target prices and thus valuation methodologies.   

Target Prices: The information below indicates target price and rating changes for the subject companies included in this research. 

 

 
Valuation Methodology: The absolute and relative valuation levels of generic pharmaceutical stocks have exhibited substantial historical 
volatility, depending on trends in near-term EPS estimates and stage of the profitability cycle, reaching 40%-45% P/E multiple premiums to the 
broader market during periods of accelerating EPS profits and P/E multiple discounts of 20%-25% during downturns. Historically, relative 
valuation levels north of 40% P/E premiums have coincided with downturns in relative performance.  Generic drug stocks are EPS momentum-
driven and when estimates are moving lower, the group underperforms the market as often in low-P/E environments as in periods of high 
absolute valuations and while the increased use of leverage and disparate tax rates among peer group companies have complicated relative 
valuation exercises, we still believe P/E multiples based on next-year or forward 12-month EPS remains the most appropriate valuation metric 
for MYL shares. 
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Valuation Methodology: We value Premier on a forward EV/EBITDA basis and also consider a sum-of-the-parts analysis. 
 

Risk Factors 

General Risk Factors: Following are some general risk factors that pertain to the businesses of the subject companies and the projected target 
prices and recommendations included on Raymond James research: (1) Industry fundamentals with respect to customer demand or product / 
service pricing could change and adversely impact expected revenues and earnings; (2) Issues relating to major competitors or market shares 
or new product expectations could change investor attitudes toward the sector or this stock; (3) Unforeseen developments with respect to the 
management, financial condition or accounting policies or practices could alter the prospective valuation; or (4) External factors that affect the 
U.S. economy, interest rates, the U.S. dollar or major segments of the economy could alter investor confidence and investment prospects. 
International investments involve additional risks such as currency fluctuations, differing financial accounting standards, and possible political 
and economic instability. 

Specific Investment Risks Related to the Industry or Issuer 

Company Specific Risk Factors for Mylan N.V. 
Company-specific risks for Mylan include its relative degree of exposure to the above industry factors in addition to the following: The 
company has re-domiciled in the Netherlands, a move largely designed to lower its effective tax rate.  Any changes to federal tax laws could 
have a material impact on the company's reported effective tax rate.  Mylan remains heavily dependent upon new generic approvals for its 
growth, a process regulated by the U.S. FDA.  Any changes in the manufacturing status of its production facilities or the quality of its generic 
pipeline would materially impact its growth rate.  The company is dependent upon a relatively small number of products for its sales and 
profitability, as its top 10 products accounted for over 30% of total revenue.  The company's single largest product, EpiPen, which accounts for 
about 25% of profitability, is exposed to various degrees of risk from both branded and generic competitors.  Emergence of generic 
competition to this asset could have a significant negative impact on overall financial results. 

Industry-Specific Risks for Premier, Inc. 
Industry-specific risks include competition based primarily on price; hospital consolidation, which may shift market share from one GPO to 
another; and a potential slowdown in U.S. healthcare spending, which would lower the total amount of hospital spend through GPOs. 

Company-Specific Risks for Premier, Inc. 
Risks for Premier include acquisition integration risk, customer concentration, successful development of non-GPO services and products, new 
product development, and conversion of Class A to Class B shares. 

 

Additional Risk and Disclosure information, as well as more information on the Raymond James rating system and suitability 
categories, is available at rjcapitalmarkets.com/Disclosures/index. Copies of research or Raymond James’ summary policies relating to 
research analyst independence can be obtained by contacting any Raymond James & Associates or Raymond James Financial Services 
office (please see raymondjames.com for office locations) or by calling 727-567-1000, toll free 800-237-5643 or sending a written 
request to the Equity Research Library, Raymond James & Associates, Inc., Tower 3, 6

th
 Floor, 880 Carillon Parkway, St. Petersburg, FL 

33716. 

http://www.rjcapitalmarkets.com/Disclosures/index
http://www.raymondjames.com/
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Simple Moving Average (SMA) - A simple, or arithmetic, moving average is calculated by adding the closing price of the security for a number 
of time periods and then dividing this total by the number of time periods. 
Exponential Moving Average (EMA) - A type of moving average that is similar to a simple moving average, except that more weight is given to 
the latest data. 
Relative Strength Index (RSI) - The Relative Strength Index is a technical momentum indicator that compares the magnitude of recent gains to 
recent losses in an attempt to determine overbought and oversold conditions of an asset. 
 

International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible 
political and economic instability.  These risks are greater in emerging markets. 

Small-cap stocks generally involve greater risks.  Dividends are not guaranteed and will fluctuate.  Past performance may not be indicative 
of future results.  

 

Investors should consider the investment objectives, risks, and charges and expenses of mutual funds and exchange-traded funds 
carefully before investing. The prospectus contains this and other information about mutual funds and exchange –traded funds. The 
prospectus is available from your financial advisor and should be read carefully before investing. 

 

For clients in the United Kingdom: 

For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which this document relates 
is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients 
as described in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (High net worth companies, 
unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or any 
other person to whom this promotion may lawfully be directed.  It is not intended to be distributed or passed on, directly or indirectly, to 
any other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who 
would be classified as Retail Clients. 

For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and 
is not intended for use by clients. 

For purposes of the Financial Conduct Authority requirements, this research report is classified as independent with respect to conflict of 
interest management. RJFI, and Raymond James Investment Services, Ltd. are authorised and regulated  by the Financial Conduct 
Authority in  the United Kingdom. 

For clients in France: 

This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed, 
being persons who are Eligible Counterparties or Professional Clients as described in “Code Monétaire et Financier” and Règlement 
Général de l’Autorité des Marchés Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of 
persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be 
classified as Retail Clients. 

For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorité de Contrôle 
Prudentiel et de Résolution and the Autorité des Marchés Financiers. 
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