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2Q Earnings Beating Low Expectations,
But Still Signal Challenges

The first weeks of 2Q16 EPS season have gone largely as other recent earnings
seasons have gone. Earnings are running ahead of consensus, but are far from spectacu-
lar. Excluding the continuing drag from the oil patch, earnings are slightly positive. In a
switch, revenues for many companies are growing as fast as or even faster than earnings,
as the former headwind from currency swings to a tailwind on recent dollar softening.

The biggest burst of earnings will come in the final week of July and first week of
August. It is risky to generalize or extrapolate from the roughly 25% of the S&P 500
companies that have reported so far. Early reporting is dominated by banks, which weigh
on results. Then comes a middle period in which the bulk of non-financial companies
deliver results that in general will benefit from rather than be penalized by low interest
rates. But late reporting will be dominated by oil companies, whose tough comparisons
will weigh even more on results.

Still, even a partial snapshot is worth examining, particularly coming amid gener-
ally strong U.S. economic data in recent weeks and months.

FIRST TAKE ON 2Q EPS
As of the end of the 7/22/16 trading week, 126 constituent companies of the S&P 500 had reported calendar second-quarter
2016 results. For the companies reporting so far and based on Bloomberg data, the average annual EPS change has been a
decline of 1.1% on a share-weighted basis; a gain of 1.6% on a market-cap weighted basis; and a gain of 3.5% on a simple non-
weighted change percentage basis.

The share weighted average is based on diluted shares outstanding of each compared quarter (2Q15 vs. 2Q16). Market
capitalization weighted average is based on summary market capitalization as of 6/30/16. Arguably, market capitalization-
based change gives a better perspective on overall corporate earnings than a simple arithmetic average. So whenever possible,
we will compare market-cap weighted changes.

Excluding the 32 financial services companies that had reported as of 7/22/16, S&P 500 earnings are up 2.9% on a
market-cap weighted basis. Excluding the five energy companies that have reported, S&P 500 earnings are also up 2.9%.

Among the 126 companies reporting so far, 83 companies (66%) have posted higher year-over-year earnings; average
earnings growth is 13.9%. Of the 38 companies (30%) posting down EPS, average earnings decline is -15.6%.
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So far about 71% of companies have delivered posi-
tive EPS surprises; the vast majority exceeded expecta-
tions by less than 10%. Only about 16% of companies that
have reported have delivered negative EPS surprises. It is
common for upside surprises to sharply exceed downside
surprises. CFOs routinely under-promise and over-deliver,
in an oft-times futile attempt to prevent their stock from
being slammed upon EPS release. And if earnings are go-
ing to miss, companies tend to pre-announce late in the
reporting quarter rather than risk springing bad news on
unsuspecting investors on the scheduled EPS release date.

Looking at a sector map of earnings can be mislead-
ing this early in the reporting period, particularly for sec-
tors in which few companies have reported. Including only
those sectors for which at least 20% of constituent compa-
nies have reported, Industrial are doing best with market-
cap-weighted average EPS growth of 11.4% for calendar
2Q16. Next up is Healthcare with 10.4% market-cap-
weighted average EPS growth. Consumer Discretionary
EPS growth is not far behind at 8.1%.

Sectors with low-single-digit EPS growth include
Consumer Staples, Materials, and Telecom Services (no
utility companies in the S&P 500 had reported as of 7/22/
16). Sectors reporting mid-single-digit earnings declines
so far include Financial Services and Technology. The fewer
than 15% of energy companies reporting so far have posted
average EPS declines in the 70% range; this should repre-
sent trough earnings and the toughest comparisons for this
embattled sector.

How does 2Q16 earnings performance line up with
stock performance in the third quarter to date? Exactly, at
best – and in some cases, not at all. Stocks in 2016 to date
have been led by three defensive sectors (Utilities, Staples,
and Telecom Services). The defensive sectors built such a
substantial early lead that they will finish the year atop the
leader board.

But for July and 3Q16 to date, the old leadership is
lagging: Utilities are down fractionally and Staples are flat.
New leadership has swung to risk-on and economically
sensitive sectors. Based our sector ETF tracker, Consumer
Discretionary is up 5% for July & 3Q to date. Financials
and Healthcare are both up in the 3%-4% range. Technol-
ogy is up 6%, enabling this former leadership sector to
swing back into the green year-to-date with a 2% gain.
Industrials and Basic Materials are both up in mid-single-
digits, although Energy is taking a breather with a 2% pull-
back, following a 10% gain in 2Q16. For the S&P 500
overall, the 3.1% 3Q gain has accounted for about half of
the 6% year-to-date gain.
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MAJOR INDEX
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CONCLUSION
One of the more surprising outcomes of the EPS reporting
period is not EPS at all – it is sales. For the one-quarter of
S&P 500 constituents that have reported, revenue is up on
average by 2.7%. Excluding financial services companies,
revenue is up 3.4%.

The enormous headwind of strong dollar, both on
competitiveness overseas and on revenue repatriation from
overseas markets, is now swinging around. For some com-
panies, currency is already a tailwind, albeit more like a
tail-breeze. Equally notable is that despite exhaustive cov-

erage of trends in the dollar and other currencies, equity
analysts and strategists do not appear to have fully fac-
tored in the increasing tailwind from weaker dollar.

Argus believes that at least a modest beat against
expectations for 2Q EPS is required to keep the fragile
rally alive and carry it into the fall quarter, which is sea-
sonally strong for stocks. We currently expect flat-to-
slightly-lower EPS for 2Q16 to give way to strengthening
trends in 3Q and 4Q EPS, setting the stage for a strong
finish in the months following the presidential election.

Jim Kelleher, CFA,
Director of Research



 

 
Argus Research is an independent investment research provider whose parent 
company, Argus Investors’ Counsel, Inc. is registered with the U.S. Securities and 
Exchange Commission. Argus is not a member of the FINRA or the SIPC. Argus 
Research is not a registered broker dealer and does not have investment banking 
operations. The Argus trademark, service mark and logo are the intellectual property 
of Argus Group Inc. The information contained in this research report is produced and 
copyrighted by Argus, and any unauthorized use, duplication, redistribution or 
disclosure is prohibited by law and can result in prosecution. The content of this 
report may be derived from Argus research reports, notes, or analyses. The opinions 
and information contained herein have been obtained or derived from sources 
believed to be reliable, but Argus makes no representation as to their timeliness, 
accuracy or completeness or for their fitness for any particular purpose. This report is 
not an offer to sell or a solicitation of an offer to buy any security. The information 
and material presented in this report are for general information only and do not 
specifically address individual investment objectives, financial situations or the 
particular needs of any specific person who may receive this report. Investing in any 
security or investment strategies discussed may not be suitable for you and it is 
recommended that you consult an independent investment advisor. Nothing in this 
report constitutes individual investment, legal or tax advice. Argus may issue or may 
have issued other reports that are inconsistent with or may reach different 
conclusions than those represented in this report, and all opinions are reflective of 
judgments made on the original date of publication. Argus is under no obligation to 
ensure that other reports are brought to the attention of any recipient of this report. 
Argus shall accept no liability for any loss arising from the use of this report, nor shall 
Argus treat all recipients of this report as customers simply by virtue of their receipt of 
this material. Investments involve risk and an investor may incur either profits or 
losses. Past performance should not be taken as an indication or guarantee of future 
performance. Argus has provided independent research since 1934. Argus officers, 
employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or 
directors of covered companies, or may own more than one percent of a covered 
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