Market Commentary Blog

Cash Flow
and Carey

ol;

Robert Carey, CFA
Chief Market Strategist

5/23/24

This chart s for illustrative purposes only and not indicative of any actual
investment. The illustration excludes the effects of taxes and brokerage
commissions or other expenses incurred when investing. Investors
cannot invest directly in an index. The S&P 500 is a capitalization-
weighted index comprised of 500 companies used to measure large-cap
U.S. stock market performance.

The information presented is not intended to constitute an investment
recommendation for, or advice to, any specific person. By providing
this information, First Trust is not undertaking to give advice in any
fiduciary capacity within the meaning of ERISA, the Internal Revenue
Code or any other regulatory framework. Financial professionals are
responsible for evaluating investment risks independently and for
exercising independent judgment in determining whether investments
are appropriate for their clients.

A Snapshot Of The S&P 500 Earnings Beat Rate

% of S&P 500 Companies That Beat Their Quarterly Earnings Estimates
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View from the Observation Deck

We update this post on an ongoing basis to provide investors with insight into the earnings beat rate for the companies that
comprise the S&P 500 Index (“Index”). As many investors may know, equity analysts adjust their corporate earings estimates
higher or lower on an ongoing basis. While these estimates may provide insight into the expected financial performance of a given
company, they are not guarantees. From Q120 through Q124 (the 17 quarters in today’s chart), the average eamnings beat rate for
the companies that comprise the Index was 77.4%.

As indicated in today’s chart, the percentage of companies in the Index that reported higher than expected
earnings in Q1’24 stood 1.3 percentage points below the 4-year average of 77.4%.

The Index’s earnings beat rate outpaced the average in just seven of the 17 quarters represented. More recently, the beat rate
missed the average in seven of the past eight consecutive quarters. Keep in mind that the Q1'24 data in the chart reflects
earnings results for 460 of the 503 companies that comprise the Index and could change slightly over the coming weeks.

As of 5/14/24, the sectors with the highest earnings beat rates and their percentages were as follows: Information
Technology (86.3%); Consumer Staples (86.2%); and Health Care (85.3%), according to S&P Dow Jones Indices.
Energy had the lowest beat rate at 56.5%. The Real Estate sector had the highest earnings miss rate (29.0% during
the quarter).

Despite lower-than-average earnings beat rates, the Index surged by 13.84% on an average annual total return
basis from 12/31/19 to 5/21/24.

We see several reasons for this. First (and perhaps most obvious) is that earnings beats are still occurring for the overwhelming
majority of companies in the Index. Another is that the Index is enjoying an above average earnings surprise percentage (the
difference between actual earnings and estimated earnings). FactSet reported that on aggregate, the actual eamings for the
companies that comprise the Index stood 7.5% above their estimates in the first quarter of 2024. For comparison, the metric
averaged 6.7% over the past 10-years.

Takeaway

While earnings beats are generally viewed as positive for the overall market, they represent just one piece of an
intricate puzzle. As today’s chart reveals, the earings beat rate for the companies that comprise the S&P 500 Index
has been below the average in most of the quarters we presented. Despite this fact, the S&P 500 Index closed at
a record 5,321.41 on 5/21/24, representing an increase of 48.77% on a price only basis from its most recent low
of 3,577.03 (10/12/22). As we have mentioned previously, we view revenue growth as foundational to growth
in earnings. While not in today’s chart, the blended revenue growth rate for the Index stood at 4.2% on 5/17/24,
according to FactSet. Barring a significant change in revenue growth rates over the coming weeks, this would mark
the fourteenth consecutive quarter of revenue growth for the S&P 500 Index. Notably, the overall blended earnings
growth (combines actual results with estimates for companies yet to report) for the companies in the S&P 500 Index
stood at 5.7% on a year-over-year (y-0-y) basis in Q1°24. If that figure holds, it will represent the highest quarterly
earnings growth rate for the Index since Q2'22.
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