The Starboard Side Report

The week ending May 2, 2014

2014 continues to present some interesting divergences in those areas that had been the leaders
of the market since the last big correction in 2011. 1) Housing and retail were joined at the hip
on the upside move as sub 4% mortgage rates and cheap commodity prices launched a nice up
cycle in real estate and consumer spending. 2) Another strong area of leadership off the October
2011 low came from the technology sector; specifically biotechnology and a new wave of
internet stocks in the social media and web services space. 3) Finally, small cap stocks were a
leadership area as investors chased the riskiest stocks in 2013. However, since early March it
has been a relative meltdown in small cap versus the S&P 500 Let’s take a look at the relative
strength charts to see the deterioration in these key areas if the market. All of these charts that
follow are year-to-date 2014 and all except the last three commodity price charts are relative
strength charts versus the S&P 500 Index.

Homebuilding Sector vs. S&P 500

ITB:SPY iShares Dow Jones IJ.S. Home Construction/S&P 500 SPDRs NYSE/NYSE + BATS ® StockCharts.com
2-May-2014 1:53pm Open 0.126 High 0.128 Low 0.125 Last 0.127 Volume 0 Chg +0.002 (+1.63%)
—ITB:SPY (2 hour) 0.127
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Retail Sector vs. S&P 500

XRT:SPY SPDR S&P Retail Index/S&P 500 SPDRs NYSE/NYSE + BATS ® StockCharts.com
2-May-2014 2:00pm Open 0.445 High 0.452 Low 0.444 Last 0.446 Volume 0 Chg +0.002 (+0.56%)
RI:SPY (2 hour) 0.446
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Biotechnology Sector vs. S&P 500

XBI:SPY SPDR S&P Biotech Index ETF/S&P 500 SPDRs NYSE/NYSE + BATS ® StockCharts.com
2-May-2014 3:24pm Open 0.693 High 0.693 Low 0.675 Last 0.679 Volume 0 Chg -0.013 (-1.86%) v
— XBI:SPY (2 hour) 0,679

Biotech stocks peaked in
late February versus the
S&P 500 and have vastly
underperformed since
then.
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Internet Sector vs. S&P 500

FDN:SPY First Trust Dow Jones Internet Index Fund/S&P 500 SPDRs NYSE/NYSE + BATS @ StockCharts.com
2-May-2014 2:41pm Open 0. igh 0.203 Low 0.204 Last 0.295 Volume 0 Chg -0.000 (-0.17%) v
= FDN:SPY (2 hour) 0.295

since early March
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Small Cap Stocks vs. S&P 500
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Internet stocks looking sick 0.350
on a relative basis, especially 0.345

$RUT:SPY Russell 2000 Small Cap Index/S&P 500 SPDRs INDX/NYSE + BATS ® StockCharts.com
2-May-2014 2:45pm Open 5.99 High 6.05 Low 5.99 Last .01 Chg +0.03 (+0.46%) &

= $RUT:SPY (2 hour) 6.01 The party for small caps

also ended in early March.
This poor relative strength
is indicative of investors
fleeing riskier stocks.
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Portfolio managers that have a mandate to be invested are acting scared by hiding out in late
stage cyclical sectors like energy or much less economically sensitive sectors like utilities and
consumer staples. Below we show the rotation that has been taking place underneath the surface

of the market even though the major indexes are trading near their all time highs.

Energy Sector vs. S&P 500

XLE:SPY Energy Select Sector SPDRISEP 500 SPDRs NYSE/NYSE + BATS @ StockCharts.com
2-May-2014 2:48pm Open 0.497 High 0.502 Low 0.496 Last 0.498 Volume 0 Chg +0.002 (+0.35%) «
— XLE:SPY (2 hour) 0.498

Energy stocks have been a
big relative winner over
the past two months as -
money rotates out of the 0.485
areas discussed above.
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Utility Sector vs. S&P 500
XLU:SPY Ltiities Select Sector SPDRIS&P 500 SPDRs NYSE/NYSE + BATS ® StockCharts.com
2-May-2014 2:53pm Open 0.2291 High 0.2205 Low 0.2249 Last 0.2270 Volume 0 Chg -0.0034 (-1.47%) v
= XLU:SPY (2 hour) 0.2270 0.2325
Utilities have been one of the biggest -10.2300
winners in 2014. This is not exactly the thing ’
that roaring bull markets are made of. 0.2270
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Consumer Staple Sector vs. S&P 500
XLP:SPY Consumer Staples Select Sector SPDRIS&P 500 SPDRs NYSE/NYSE + BATS @ StockCharts.com
2-May-2014 2:56pm Open 0.235 High 0.235 Low 0.234 Last 0.235 Volume 0 Chg -0.000 (-0.02%) v
= XLP:SPY (2 hour) 0.235 0.238
Consumer staples are outperforming 0237
the market since the momentum :
sectors topped out in early March. This 0.236
is a big sign of risk aversion on the part -
of institutional investors.
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One of the things that could be hurting consumer spending is the big spike we have seen in
everyday essential items like gasoline and food. The three-pack of charts below illustrate what

consumers are up against as their cost of living rises.

Unleaded Gasoline Futures

$GASO Gasoline Unleaded - Spot Price (EOD) CME ® StockCharts.com
28-Apr-2014 Open 3.03 High 3.04 Low 2.97 Close 2.99 Volume 50.0K Chg -0.03 (-1.05%) v
— $GASO (Daily) 2.99 (28 Apr) 305
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Agricultural Prices
$GKX S&P GSCI Agricuttural Index - Spot Price INDX ® StockCharts.com
28-Apr-2014 Open 419.62 High 421.31 Low 41596 Last 417.74 Chg -0.992 (-0.24%) v

= $GK¥X (Daily) 417.74 (28 Apr)

417,74
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Bad weather and the
Ukraine crisis have sent 265
crop prices soaring this
year.
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Livestock Prices

$GVX S&P GSCl Livestock Index - Spot Price INDX ® StockCharts.com
28-Apr-2014 Open 372.42 High 375.49 Low 371.37 Last 373.40 Chg +0.08 (+0.02%) &

— $GVX (Daily) 373.49 (28 Apr) 385
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Meat prices are up almost
20% year-to-date.
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We think that the huge spike in interest rates last summer put the wheels in motion for an
economic slowdown that is playing out in the market before our very eyes. The media is blaming
the winter weather, but we feel that this slow patch was born when rates across the yield curve
exploded higher between last May and September. Recent gains in essential food and energy
commodities are now exacerbating the slowdown. Last week we discussed that the strong gains
in long duration Treasury bond prices (decline in yields) since the beginning of the year may be
signaling that the economy is slowing down faster than conventional wisdom would have us
believe. The massive rotation out of multi-year leadership sectors and the more cyclical growth
areas of the market into more defensive and late cycle plays only echoes that concern. Whether
or not this price action is signaling a full-blown recession and new equity bear market will only
be known in hindsight. However, beneath the surface of the market, we are definitely getting
strong signals that 2014 is going to be very different and more challenging for US stock investors

than the last couple of years have been.

Nothing on this Weekly Report should be interpreted to state or imply that past results are an indication of future
performance. There are no warranties, expressed or implied, as to accuracy, completeness or results obtained from any
information posted on this or any "linked" web-site. Any reference to specific securities is not considered a recommendation.

Every investment strategy has the potential for profit or loss.

Please note: It is the Client’s responsibility to notify us of any changes that would influence their financial needs.



