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Earnings Season: A Show About Nothing

Highlights
Much like the television comedy Seinfeld, 
which celebrated its 25th anniversary this 
past Saturday, July 5, 2014, the second 
quarter earnings season is likely to be “a 
show about nothing.”

The after-the-bell report from Alcoa on Tuesday of this week kicks off the 
start of the second quarter earnings reporting season. But much like the 
iconic and oft-quoted television comedy Seinfeld, which celebrated its 25th 
anniversary this past Saturday, it is likely to be “a show about nothing.”

Unfortunately, the earnings season in the United States is likely to be 
another without much excitement going on. For the S&P 500 companies, 
second quarter earnings are expected to grow 6.1% from a year ago. This 
is not nothing — but it is nothing to get too excited about. The growth rate 
supports our outlook for high single-digit earnings growth in 2014 and 
further gains for U.S. stocks. But, despite the big show that is likely to be 
made over the U.S. earnings season in the coming weeks, it is not likely to 
be all that different from last quarter (despite better economic growth).

In fact, this quarter is not expected to differ from the average quarter of 
the past 25 years. Since the second quarter of 1989, S&P 500 earnings 
per share growth has risen an annualized 6.1% — the exact same pace of 
growth anticipated this quarter. 

Source: LPL Financial Research, Thomson Financial   07/07/14

Past performance is no guarantee of future results.

Serenity Now: A Very Average Quarter for Earnings

2004199919941989 20142009

50

25

0

-25

-50

S&P 500 Earnings Per Share Year-Over-Year Growth Rate, %
25-Year Average



WEEKLY MARKET COMMENTARY

LPL Financial   Member FINRA/SIPC  Page 2 of 3

No Soup for You

Sales growth is typically the hearty soup that nourishes corporate earnings 
growth as profit margins peak during the middle stage of the economic 
cycle after the recoveries in jobs and output are recouped. But with revenue 
growing at only 3.1% for S&P 500 companies, there is little to go around. 

Given the weak sales growth, productivity cost savings and share 
buybacks continue to be used to thin the soup and make it go farther, 
driving the high single-digit earnings per share growth for S&P 500 
companies in recent quarters. 

Giddy Up

Instead, the real earnings season excitement may be in Europe. Second 
quarter earnings per share for the European STOXX 600 index companies 
is expected to grow 17.7% (according to Thomson Financial data), galloping 
back from the declines of a year ago. 

Europe has seen an improvement in economic growth relative to last 
year when the Eurozone was shrinking and earnings were falling. The 
Bloomberg-tracked consensus of economists expects that the Eurozone 
saw year-over-year gross domestic product (GDP) growth of +0.9% in the 
second quarter of 2014, compared to -0.6% in the second quarter of 2013. 

Yada Yada Yada

One of the biggest differences between the European and U.S. earnings 
growth picture is the expected earnings growth of the financial sector. In the 
United States, the financial sector is expected to post a minor year-over-year 
loss given the moderation in mortgage activity and trading, while in Europe 
double-digit gains are expected. The return of economic growth, improving 
finances, and aggressive actions by the European Central Bank to keep 
funding costs low and boost bond prices have helped support the earnings 
rebound among Europe’s banks.

To make a long story short, Europe’s earnings rebound goes beyond the 
financial sector — U.S. companies in the tourism, apparel, and consulting 
industries have recently noted improving conditions in Europe in the 
second quarter.

Double-Dipping

Investors can get exposure to both the recent signs of stabilization in China’s 
rapid pace of growth and the return of profit growth to Europe through 
emerging market stocks. Emerging market sales exposure to Europe is 
the highest of any region and may help them to outperform this earnings 
season. We discussed emerging market stocks in more detail in the June 
16, 2014 Weekly Market Commentary: Emerging Opportunity.  n

The real earnings season 
excitement may be in Europe.



WEEKLY MARKET COMMENTARY

Member FINRA/SIPC
Page 3 of 3

RES 4694 0714
Tracking #1-287804 (Exp. 07/15)

Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not Guaranteed by any Government Agency | Not a Bank/Credit Union Deposit

This research material has been prepared by LPL Financial.  

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial is not 
an affiliate of and makes no representation with respect to such entity.

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific 
advice or recommendations for any individual. To determine which investment(s) may be appropriate for you, 
consult your financial advisor prior to investing. All performance reference is historical and is no guarantee 
of future results.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no 
guarantee that strategies promoted will be successful. 

INDEX DESCRIPTIONS

The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure 
performance of the broad domestic economy through changes in the aggregate market value of 500 stock 
representing all major industries.

The STOXX Europe 600 Index is derived from the STOXX Europe Total Market Index (TMI) and is a subset of the 
STOXX Global 1800 Index. With a fixed number of 600 components, the STOXX Europe 600 Index represents 
large, mid and small capitalization companies across 18 countries of the European region: Austria, Belgium, 
Czech Republic, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, 
Norway, Portugal, Spain, Sweden, Switzerland and the United Kingdom.


