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Strong Corporate Profits Drive Equities To Record Highs 
 
Another earnings season is in the books and it was a good one.  With 98% of 
the companies in the S&P 500 reporting actual results for Q1 2017, 75% of 
S&P 500 companies have beat the mean EPS estimate and 64% of S&P 500 
companies have beat the mean sales estimate.  The blended earnings growth 
rate for the S&P 500 in the first quarter is tracking at about 14%, which 
represents the highest year-over-year earnings growth rate for the index 
since Q3 2011 (Factset).  
 
In aggregate, companies are reporting earnings that are 5.8% above the 
estimates, which is also above the 5-year average.  In terms of sales, more 
companies (64%) are reporting actual sales above estimates compared to the 
5-year average.  Further, outlooks from corporate management teams have 
generally been upbeat.   
 
Corporate America’s ability to produce strong profits despite sub-par 
economic growth has been impressive, providing a solid backdrop for stocks 
and economically sensitive bonds. 
 
The story is similar overseas, where improving earnings have provided 
support for solid gains in international developed and emerging market 
equities, ahead of the major U.S. equity benchmarks. Overseas markets have 
also garnered support from the market-friendly outcome of the recent 
election in France, although political risks in Europe remain with the Brexit 
process ongoing and German and Italian elections on the calendar for later 
this year and early 2018. 
 
While the US equity market generally trades sideways during the summer 
months, the recent breakout from more than three months of consolidation 
appears to have re-established some upward momentum for equities.  We 
believe investors still have a vast pool of cash sitting on the sidelines and are 
waiting for any kind of correction to be able to buy into a market that they 
have missed.   
 
Given the combination of improved earnings and stable fundamentals, we 
see little basis for anything more than normal volatility in equities over the 
next several months and believe any pullback would likely prove short-lived 
and shallow, as an avalanche of cash jumps at the opportunity to buy. 
 
Like stocks, bonds have generally rewarded investors so far in 2017 – albeit 
much more modestly.  The bond market has garnered support from several 
factors, including the latest soft patch of U.S. economic data, tempered 
policy optimism in Washington, D.C., global central bank actions, and related 
low interest rates overseas.   
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New Location 

The move to our new location is 
now complete.  Please note our 
office address is now:  

2800 W Higgins Road, Suite 1025 
Hoffman Estates, IL 60169 

Our phone number remains: 

(847) 841-8650  



 
A move higher in rates is still very much on the table for this year, as economic growth is expected to improve, 
though any increase may be gradual depending on what fiscal stimulus is enacted. Though further gains in the 
bond market in 2017 may be muted, unconstrained fixed income can still play an important role in portfolios as a 
diversifier and to help manage risk. 
 
Political headlines of late have mostly followed President Trump on his first overseas trip to Saudi Arabia, Israel, 

the Vatican, Belgium and Italy.  The momentary reprieve from the 
domestic spotlight allowed investors to refocus on generally 
encouraging economic and corporate data.   
 
The estimate for first quarter GDP growth was increased to 1.2%, from 
the initial 0.7%, on stronger consumer spending and business equipment 
purchases.  And, the preliminary reading for the Purchasing Manager’s 
Index of manufacturing and services activity rose from 52.7 in April to a 
better-than-expected 53.9 in May (readings above 50 indicate 
expansion).   
 
Policy developments remain important to watch as they can impact 
spending and investment decisions by consumers and businesses as well 
as corporate profits.  During late April, the Trump administration put 
out a high-level tax proposal, setting the stage for the corporate tax 
reform debate to begin in earnest early this summer (timing depends on 
what the Senate does with healthcare reform); meanwhile, Congress 
averted a shutdown and came to an agreement to fund the government 
through September.  
 
The Federal Reserve’s June 14 meeting is the next major event on the 
domestic policy calendar, and we are reasonably confident that the Fed 
will raise interest rates at this meeting. 
 
Looking ahead, stocks will have their ups and downs, as they always do, 
but improved corporate profits provide a solid foundation for potential 
further gains despite the U.S. economy’s slow start to the year. The 
global economic picture has also improved.   
 
Accordingly, we are now seeing greater breadth in major equity 
markets, with Europe and emerging markets now playing catch-up to 
the eight-year U.S. bull market.  High stock market breadth gives us 
confidence in the sustainability of gains.   
 
The proportion of individual shares in several major indexes trading 
above their 250-day moving average has hit a two-year high.  In Europe 
and Japan, this proportion is above 80% (Blackrock). 

 
Investors remain uncertain and skeptical about equities, which is good for stocks.  Although the S&P 500 Index, 
Dow Jones Industrial Average and Nasdaq Composite are all near record highs, investors are still cautious.  This is 
a positive for equities, since bull markets do not tend to end until investors become overly confident about 
stocks. 
 
Bottom line: Strong economic and earnings performance are driving broad market returns, not just a handful of 
stocks. We see room for this to run further, reinforcing our preference for equities over fixed income in this 
environment. 
 
Thank you for your continued trust and confidence. 
 
John Chapman  
June 2017 
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