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Fourth Quarter Corporate Earnings Scorecard
The 2016 fourth quarter earnings season is nearing the halfway mark with some interesting trends
beginning to be revealed. So let’s discuss what Wall Street analysts are currently expecting from
overall earnings for companies within the S&P 500 and the 11 major sectors in the benchmark index.
To date, the S&P 500 is recording a 5.6% year-over-year increase in earnings growth versus the
initial forecast for a 4.2% increase calculated at the beginning of the earnings season. Yet, if long-run
trends continue, fourth quarter earnings growth could climb over 9%, as actual results have
historically topped initial estimates by an average of 3.6%. As illustrated in Chart 1 below, the
sectors in the benchmark index showing the greatest outpacing over their initial January 12th
estimates include Real Estate (+14.0 percentage points), Financials (at +4.4 points), Materials (+3.2),
Technology (+2.9), and Industrials (+2.5).
The sectors showing the greatest decline in growth expectations are Energy (-12.9 percentage points),
Telecom (-3.0 points) and Consumer Discretionary (-1.6 points). Ten of 11 sectors have seen 2017
EPS estimate reductions, led by Materials (-3.6 points) and Real Estate (-3.5 points), followed by
Telecom (-2.1 points), and Utilities (-1.3 points). Only Consumer Discretionary has seen no change.
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Broader Results
So far, 76% of large caps, 76% of midcaps and 68% of small caps have beaten their analysts’ earnings
expectations, while 51% of large caps, 55% of midcaps and 56% of small caps have beaten consensus
sales expectations.
Company-issued forward-guidance trends have improved a bit for large caps over the past week, but
still look weak relative to historical trends. Of those that have changed previously announced
guidance, just 58% of large caps have raised guidance (vs. 50% as of last week). This is down from
last quarter (when 61% had raised guidance) and below its long term average (65%). We are
measuring the percent of guidance raised (number of raised announcements over number of raised
plus lowered), capturing announcements made between January 1st and February 2nd.
Earnings trends have been a bit better for small caps, so far. Of those that have changed previouslyannounced guidance, 65% of small caps have raised guidance. This is up slightly from last quarter
(when 57% had raised guidance) and above its long term average (62%). At the sector level, we
would note that guidance for Technology has been weaker so far this reporting season. Within
Technology, we have seen a downtick in the rate of upward guidance across all three industry
groups.
Conclusion
The bottom line is that earnings do indeed matter, as earnings per share (EPS) are considered the
single best measurement of the financial health of a company. For dividend-paying firms, earnings
also reflect the ability of the company to pay and grow its cash distributions. Therefore, it is
important for investors to know how much a company is earning today and is likely to earn in the
future. Current quarter results matching, missing or exceeding consensus estimates often drive
investor perceptions of the company’s ability to deliver future earnings and can impact share prices.
As earnings season accelerates into the second half, we continue to favor domestic equities over
international, with a slight bias toward growth over value-oriented companies. However, we also
recommend retaining global exposures, with an emphasis toward emerging market equities. With
the growing uncertainties surrounding actual legislative passage of President Trump’s pro-growth
policies, we continue to recommend staying fully diversified to limit outsized concentrations in a
single asset class.
This report is created by Tower Square Investment Management LLC

2

About Tower Square Investment Management®
Tower Square Investment Management LLC is an SEC registered investment adviser owned by
®
Cetera Financial Group . It provides investment research, portfolio and model management, and
investment advice to its affiliated broker-dealers, dually registered broker-dealers and registered
investment advisers.
About Cetera Financial Group®
Cetera Financial Group (Cetera) is a leading network of independent retail broker-dealers
empowering the delivery of objective financial advice to individuals, families and company
retirement plans across the country through trusted financial advisors and financial institutions.
Cetera is the second-largest independent financial advisor network in the nation by number of
advisors, as well as a leading provider of retail services to the investment programs of banks and
credit unions.
Through its multiple distinct firms, Cetera* offers independent and institutions-based advisors the
benefits of a large, established broker-dealer and registered investment adviser, while serving
advisors and institutions in a way that is customized to their needs and aspirations. Advisor
support resources offered through Cetera include award-winning wealth management and
advisory platforms, comprehensive broker-dealer and registered investment adviser services,
practice management support and innovative technology. For more information, visit
ceterafinancialgroup.com.
"Cetera" refers to the network of retail independent broker-dealers encompassing Cetera Advisors,
Cetera Advisor Networks, Cetera Investment Services, marketed as Cetera Financial Institutions,
Cetera Financial Specialists, First Allied Securities, Girard Securities, and Summit Brokerage
Services.
The S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping
(among other factors) designed to be a leading indicator of U.S. equities and is meant to reflect
the risk/return characteristics of the large cap universe.
Disclosures
The material contained in this document was authored by and is the property of Tower Square
Investment Management LLC. Tower Square Investment Management provides investment
management and advisory services to a number of programs sponsored by affiliated and nonaffiliated registered investment advisers. Your registered representative or investment adviser
representative is not registered with Tower Square Investment Management and did not take
part in the creation of this material. He or she may not be able to offer Tower Square Investment
Management portfolio management services.
Nothing in this presentation should be construed as offering or disseminating specific investment,
tax, or legal advice to any individual without the benefit of direct and specific consultation with
an investment adviser representative authorized to offer Tower Square Investment Management
services. Information contained herein shall not constitute an offer or a solicitation of any
services. Past performance is not a guarantee of future results.
For more information about Tower Square Investment Management strategies and available
advisory programs, please reference the Tower Square Investment Management LLC Form ADV
disclosure brochure and the disclosure brochure for the registered investment adviser your
adviser is registered with. Please consult with your adviser for his or her specific firm
registrations and programs available.
No independent analysis has been performed and the material should not be construed as
investment advice. Investment decisions should not be based on this material since the
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information contained here is a singular update, and prudent investment decisions require the
analysis of a much broader collection of facts and context. All information is believed to be from
reliable sources; however, we make no representation as to its completeness or accuracy. The
opinions expressed are as of the date published and may change without notice. Any forwardlooking statements are based on assumptions, may not materialize, and are subject to revision.
All economic and performance information is historical and not indicative of future results. The
market indices discussed are unmanaged. Investors cannot directly invest in unmanaged indices.
Please consult your financial advisor for more information.
Additional risks are associated with international investing, such as currency fluctuations,
political and economic instability, and differences in accounting standards.
While diversification may help reduce volatility and risk, it does not guarantee future
performance.
Investors should consider the investment objectives, risks and charges, and expenses of the fund
carefully before investing. The prospectus contains this and other important information about
the fund. Contact your registered representative or the issuing company to obtain a prospectus,
which should be read carefully before investing or sending money.
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