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Earnings Horizon

Equity markets opened the new quarter with a whimper. The weekly return for the S&P 500 Index was -1.1%, the Dow was -
1.9%, and the NASDAQ was -0.9%. The 10-year U.S. Treasury note yield increased to 4.048% at Friday’s close versus 3.819%
the previous week.

The June employment report showed 209,000 net new jobs created versus an expectation of 230,000. The unemployment rate
declined to 3.6% from 3.7% in May. Wage growth was +0.4 % month-to-month and +4.4% year-over-year. Job growth and
wage growth were strong enough to keep the Federal Reserve focused on an increase in the Fed funds rate at the July 26 Fed-
eral Open Market Committee (FOMC) meeting. Current probability for a 0.25% increase in the Fed funds rate is 92.4% versus
86.8% a week ago.

This week’s key economic data includes the June Consumer Price Index (CPI) scheduled for Wednesday and Producer Price
Index (PPI) for Thursday. With wage growth remaining high, core inflation likely remained high in June.

Second quarter earnings expectations for the S&P 500 Index is a 6.4% year-over-year earnings decline on a revenue decline of
0.8%. Current expectations for full year 2023 earnings are an increase of 1.0% on revenue growth of 1.7%. Eleven companies in
the S&P 500 Index are scheduled to report earnings this week.

In our Dissecting Headlines section, we look at the upcoming second quarter earnings.

Financial Market Update

Weekly Return ¥TD Return Weekly Return ¥TD Return
SE&F 500 Index -1.1% 15.6% Agoregate Bond Index -1.1% 1.2%
Dowy Jones Industrial Average -1.9% 29% LS. Dollar Index -0.6% -1.2%
MASDAG 100 -0.9% 381% WTI Crude Qil 4 6% -B.0%
Russell 2000 (Small Cap Index) -1.3% 6.7% Gald 0.2% 9.89%
International Stocks (MSCI ex-1U5) -1.7% T.7% Feal Estate (US REIT Index) 0.1% 34%

Sowmes: 58P Global, Mhoa sor Rewders

Dissecting Headlines: Second Quarter Earnings

Eleven companies in the S&P 500 Index are scheduled to report earnings this week. At current consensus forecasts, earnings for
the S&P 500 Index companies are expected to see a 6.4% year-over-year decline and a 0.8% decline in revenue growth.

Part of the earnings decline can be attributed to lower energy prices year-over-year. Crude oil was over $100/barrel during much
of 2022’s second quarter versus the mid-$70’s in the second quarter of 2023. Excluding the impact of the energy sector’s 45.5%
decline in earnings, second quarter earnings for the rest of the S&P 500 companies are expected to decline only 0.7%.

As seen by the recent stress tests, the financial sector may be out of crisis mode. Earnings for the financial sector are expected
to grow 5.4% year-over-year in the second quarter. Several major banks report at the end of this week and early next week.

The health of the consumer is in focus during this period of strong employment and wage growth, but high inflation. The con-
sumer discretionary, consumer staples, and communication services sectors are all expected to grow their earnings this quarter.
Each company’s ability to grow demand while passing along inflationary inputs should be key areas to watch, along with current
outlook for the remainder of the year.

The S&P 500’s largest sector is information technology and tech earnings are expected to decline 3.0% year-over-year. The re-
cent buzz around artificial intelligence (Al) needs to translate into growth for this key sector to maintain its market leadership.

The industrial sector is expected to see growth of around 6.7%. GDP should be positive for the second quarter of 2023 versus
negative in the second quarter of 2022 which provides a tailwind to the industrial sector.
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