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Dollars and Oil Drums: First Look at 4Q Earnings

Compared with the other three reporting periods,
fourth-quarter earnings season has its own cadence. More
than 65% of U.S. publicly traded companies align their fis-
cal year with the calendar year; in some sectors, that align-
ment percentage is much higher. Companies thus take longer
to report 4Q earnings as they gather full-year results and
use that data as they prepare operations for the year ahead.

Given this go-slow approach to reporting year-end
results, fewer than half of S&P 500 constituent companies
had reported calendar 4Q earnings as of 2/2/16. This year,
companies are not just reporting challenging results. They
are girding their loins for what looks to be a persistently
turbulent operating environment.

CALENDAR 4Q EPS RESULTS TO DATE
According to Bloomberg, 233 S&P 500 constituent compa-
nies (45% of total) had reported calendar 4Q15 earnings as
of 10:00 AM on 2/2/16. On average, S&P 500 individual com-
pany earnings decreased 3.8% compared with calendar 4Q14.

There is a disconnect in calendar 4Q earnings between
companies whose earnings grew and those whose earnings
declined. On average, companies who grew earnings in-
creased EPS by 14% year-over-year. Companies whose earn-
ings declined experienced twice that level of pain: on aver-
age, EPS declined 28% annually at companies reporting
negative EPS trends.

Intuitively, the list of lower earners is heavily popu-
lated by energy and materials companies. But many other
industries are on the lower earnings list, including semicon-
ductors, media, and food & beverage. Of the 233 companies
that have reported, 122 posted higher earnings, while 102
posted lower earnings (nine companies posted flat earnings).
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The 233 companies reporting as of 10:00 AM on 2/2/16 in-
cluded 218 companies outside the Energy sector. On aver-
age, calendar 4Q15 EPS for companies outside the energy
sector increased 2.1% year-over-year. Energy sector earn-
ings for the small sample (15 companies reported to date)
are down 40% year-over-year.

That is a sobering decline for a group that many thought
had experienced the worst of earnings comps in the middle
quarters of 2015. Many companies in this early sample are
now warning of steep capex cuts and limited prospects for
improved pricing before 2017. Until WTI oil shows an abil-
ity to stabilize above $30 per barrel, earnings for this group
will be very difficult to predict with any accuracy.

Materials 4Q15 earnings are also down sharply, declin-
ing 28% year-over-year. This is likely a more representative
number, as more than half of S&P 500 materials companies
have reported. For this sector, as for Energy, the year-ahead
warnings are not better than the earnings.

In a world awash in cheap oil, beset by sinking com-
modity price, and where strong dollar is making it harder for
emerging economy consumers to afford things like iPhones,
the U.S. consumer has been a bastion of strength – the last
bastion and one now at risk, some fear. For 4Q15 at least,
U.S. consumer strength prevailed. The best 4Q15 EPS growth
to date has been in Consumer Discretionary, up 29%; Con-
sumer Staples is also positive, although its 4% year-over-
year gain was undercut by global exposure to weak currency
nations.

Looking at other sector performances, Telecom Services
stands out with a 28% gain. Two main events are driving the
earnings surge in what is historically a slow-growth sector.
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Consumers are now paying full price for mobile data, as “all
you can eat” plans fade away; and carriers are no longer subsi-
dizing mobile phone purchases, at least for popular models
such as Samsung Galaxy and Apple iPhone.

Most other sectors are either up a percentage point or
two (Healthcare, Utilities) or down a percentage point or two
(Technology, down less than 1%, and Financial Services). The
surprise performer in 4Q earnings is Industrial, up 2%.

Much of the growth in the U.S. industrial economy in
recent years has been leveraged to the shale boom. Companies
manufactured pipe, which was carried by rail to shale sights,
and tanker cars than carried the new oil production to refiner-
ies. Even though much shale-related industrial activity has been
curtailed, domestic demand for housing, autos and aerospace-
defense products has prevented industrial earnings from slip-
ping into the negative column.

Going into calendar 4Q earnings season, expectations
were low, as they are even in much more favorable environ-
ments. Companies deliberately announce guidance below their
own internal modeling, to give themselves some wiggle room
should production glitches occur or certain markets not live up
to expectations. It is little surprise, then, that even in a down
earnings environment, more companies exceed expectations
than miss expectations.

As of 2/2/16, according to Bloomberg, 76% of companies
reporting calendar 4Q15 results to date have exceeded Street ex-
pectations. About 15% of reporting companies have reported
negative surprises, while 9% have come in exactly in line with
consensus expectations (so much for analyst accuracy).

How much did the strong dollar and weak foreign cur-
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rencies (particularly yen and euro) impact calendar 4Q15 rev-
enue? The answer varies from company to company and
depends not just on overall foreign exposure but the disposi-
tion of foreign exposure. Most companies with meaningful
overseas exposure have reported a currency headwind to re-
patriation of 5%-15%; the median seems to be somewhere
around 8%. Of course, not every company has significant
overseas exposure, though most S&P 500 components (ex-
cluding Utilities) do some amount of business overseas.

For calendar 4Q15 to date, revenue on averaged has
declined 4.8% year-over-year. That suggests that the bulk of
the top-line decline for 4Q15, and maybe more than all of it,
can be explained by unfavorable currency repatriation.

CONCLUSION
As expected, Energy earnings are dragging down an other-
wise slightly positive earnings environment. The surprise is
not that bad Energy earnings have been joined by bad Mate-
rials earnings, but that any company at all can grow EPS in
this fraught environment.

By the end of 3Q15, we sensed we had seen the bottom
in commodities and currencies and the top in the dollar ver-
sus both mature and emerging economy currencies. While
commodities and energy have worked lower and the dollar
has worked higher in recent months, these moves have been
much less severe than the large swings seen in 1H15. Even
as we adjust expectations for coalescing realities, we regard
the market as forming a tradable bottom. The wild card, how-
ever, would be a break in WTI to the mid-$20s.

Argus Director of Research Jim Kelleher, CFA
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