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Accelerating Economic Growth Lifts Earnings 
 
The Bureau of Economic Analysis (BEA) reported its second estimate of U.S. 
economic activity for the second quarter of 2017.  In a press release dated 
August 30th, the BEA stated that real gross domestic product (GDP) increased 
at an annual rate of 3.0% for the quarter.   
 
This represents a significant improvement over the first estimate of just 2.6% 
and was fueled by increases in consumer spending and business investment 
that were larger than previously estimated.   
 
Consumer spending, which makes up more than two-thirds of the U.S. 
economy, grew at a 3.3% rate, the fastest in a year, reflecting more 
spending on motor vehicles, cellphones, housing and utilities than previously 
estimated. 
 
Investment on nonresidential structures increased at a 6.2% pace, rather 
than the previously reported 4.9% rate.  Spending on equipment jumped at a 
rate of 8.8 %. That was the fastest in nearly two years and was an upward 
revision to the 8.2% pace reported last month. 
 
This latest report on economic activity was the best since the first quarter of 
2015 and a welcomed improvement from the 1.2% pace in the January-March 
period.  Economists had expected that second-quarter GDP growth would be 
raised to a 2.7% rate. 

It now appears that we have confirmation of the accelerating pace of growth 
we have been expecting.  As importantly, there are signs that the 
momentum was sustained at the start of the third quarter.  Private 
employers ramped up hiring in August, adding 237,000 jobs to their payrolls.  
That was up from 201,000 jobs in July.   
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Private Client Letter 

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  



Strong growth and a labor market that is near full employment have prompted some economists to forecast GDP 
growth for the third quarter as high as a 3.4 percent rate.   

 
Our view has been that accelerating economic growth would 
translate into higher corporate profits and the second quarter 
earnings season again confirmed this connection. 
 
As of September 1st, 99.6% of the companies in the S&P 500 have 
reported second quarter earnings results and 73% of have produced 
higher than expected profits while 70% showed positive sales 
surprises.  The current record for the highest percentage of 
companies reporting sales above estimates in a quarter is 72%, set in 
Q2 2011.   
 
During the past year, 56% of the companies in the S&P 500 have 
reported sales above the mean estimate on average.  During the past 
five years, 53% of companies in the S&P 500 have reported sales 
above the mean estimate on average.  Thus, the percentage of 
companies reporting sales above estimates to date for Q2 2017 is 
running well above both the trailing one-year average and the trailing 
five-year average (FactSet). 
 
The second quarter blended earnings growth rate for the S&P 500 is 
now 10.3% compared to initial estimates of 6.4% a few months ago.  
The forward 12-month price earnings (P/E) ratio for the S&P 500 is 
now 17.5x. This ratio remains slightly elevated when compared to the 
5-year average (15.5x) and the 10-year average (14.1x). 
 
The second quarter also marked the first time the companies of the 
S&P 500 Index reported two consecutive quarters of double-digit 
earnings growth since the third and fourth quarters of 2011.  
Companies issuing positive third quarter earnings guidance were the 
highest since the fourth quarter of 2010.  
 
The devastation caused by Hurricane Harvey dominated the news last 
week.  Just a week later Hurricane Irma now threatens Florida.  From 
an economic perspective, we expect the broader economic and 
market effect of such storms to be limited.  Neither Hurricane 
Katrina (2005) nor Hurricane Sandy (2012) triggered a recession, and 
at the same time, neither produced an acceleration in growth 
connected to repairing the damage. 
 

Finally, the Labor Department recently released their August employment report.  Total nonfarm payroll 
employment increased by 156,000 in August, and the unemployment rate was little changed at 4.4 %.  While the 
total number of new jobs came in below expectations,  almost all the weakness came from the government, as 
the private sector hiring was only slightly below expectations.  We believe the private sector (referenced above) 
represents a much better indication of the health of the economy than the public sector.   An example of this 
came in hiring for manufacturing jobs in August which rose a very strong 36k, the largest in more than four years. 
 
Despite troubling headlines over escalating tensions in North Korea, fears of a government shutdown, and a lack 
of progress with tax reform, the summer has been relatively quiet for financial markets.  While any one of these 
macro risks could potentially spark a correction in equity markets, we believe the environment continues to favor 
a pro-growth investment orientation.   
 
Thank you for your continued trust and confidence. 
 
John E. Chapman - September 2017 

Key Takeaways 
· · · 

 The BEA stated that real gross 
domestic product (GDP) 
increased at an annual rate of 
3.0 % for the second quarter. 

 

 Consumer spending, which 
makes up more than two-thirds 
of the U.S. economy, grew at a 
3.3% rate, the fastest in a year. 

 

 This latest report on economic 
activity was the best since the 
first quarter of 2015 and a 
welcomed improvement from 
the 1.2% pace in the January-
March period.  

 

 The second quarter blended 
earnings growth rate for the 
S&P 500 is now 10.3% compared 
to initial estimates 6.4% a few 
months ago.   

 

 The second quarter also marked 
the first time the companies of 
the S&P 500 Index reported two 
consecutive quarters of double-
digit earnings growth since the 
third and fourth quarters of 
2011.   
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