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Good News Amongst the Bad: Earnings Recovery

The coronavirus pandemic of 2020 has been a decidedly unexpected shock to the system. Though unexpected, the
shock triggered a severe recession and decline in company eamnings. As | reflect on recovery, the idea of an external
shock got me thinking about how economists frame this, and | was reminded that a business cycle contraction may be
triggered by internal (endogenous) forces or external (exogenous) causes. No one would argue, | think, that this
recession was triggered by an external shock, a pandemic that caused the economy to shut down.

Second Quarter Earnings Season

As is our practice, we're digging into second quarter earnings results in this latest “earnings season.” From the timing of
the shutdown and the reopening, we know that this will be the quarter most negatively impacted by the pandemic
shutdown. So, let’s consider the results. With almost all the companies in the S&P 500 reporting, we’ve learned that
second quarter earnings fell -31.7%, as compared to the second quarterin 2019. Believe it or not, there is some good
news embedded in these results.

If we go back asrecently as June 30, analysts were forecasting a more negative result. The consensus estimate was for a
-44.1% decline in second quarter earnings, compared to a year ago. At the time, analysts expected all 11 sectors to post
earnings declines. But as earnings season unfolded, 84% of S&P 500 companies reported better-than-expected
earnings, meaning a positive earnings surprise. And while eight sectors still posted declines, three posted earnings
growth, led by utilities at +9.2%, healthcare at +8.3%, and technology at +3.4%. This 84% with positive earnings
surprise is the highest such percentage since FactSet began tracking this metric in 2008.

Earnings Per Share (EPS) Guidance

Over the last five years, each quarter, an average of 106 companies chose to offerforward guidance on their future
earnings per share (EPS). Such guidance has leaned negative, with 31% of these companies offering positive guidance,
and the rest neutral to negative. Unsurprisingly, given the uncertainty and the unknowns of the coronavirus pandemic,
only 65 companies chose to offer EPS guidance in this earnings season. But a little more good news in these results:
68% of this guidance is positive, well above the 31% average over the last five years.

Path to Recovery
Consensus forecasts offera view of one path to earnings recovery for the S&P 500. Third quarter 2020 earnings are
forecasted to be -22.4% below third quarter 2019. Fourth quarter 2020 earnings are forecasted to be -13% below
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fourth quarter 2019. But then first quarter 2021 earnings are forecastedto be +13.2% above first quarter 2020. So
earnings growth is expectedto returnin 2021.

Another Lens: Annual Earnings

While a look at the year-over-year changes to quarterly earnings helps us understand earnings declines and earnings
growth, another metriccommonly used to assess earnings and their effect on stock market levels are annual earmnings.
So, for example, it is common to watch how the market’s past year of earnings is changing over time. Given the speed
with which earnings have declined and started to recover in this environment, the annual results are a little less
dramatic.

Consider Table 1. As we track the Table 1. Peak-to-trough Decline
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in fact, 2020 has been better than average in terms of the magnitude of decline. And then consider the estimatedtime
to full recovery of 15 months. This is much better than the average recovery period of 31 months.

MarketImplications

Finally, Table 1 provides a look at the peak-to-trough marketreturns in each of these periods. The 2020 experience of -
33.9% is in line with the average decline of -33.8%, but the speed of the market recovery has been fasterthan most.
Given the speed with which earnings appear to be recovering as the economy reopens, the market seemsto be pricing
more to future, recovered earnings.

Of course, there are currently a number of factors influencing the markets, each of which may impact earnings and
corporate performance. The 2020 elections are less than two months away, and a Democratic sweep would likely result
in higher taxes and increased regulation. A focus by the Trump administration to lessen our dependence on trade with
China will disrupt supply chains and may increase expenses. And, of course, the path of the virus, and the related
reopening, will influence earnings and the markets. We await news on an approved vaccine and the feasibility of getting
enough of the population inoculated to stampout the virus. This timing will impact company performance and earnings.
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Conclusion

The 2020 pandemic has been all about speed: the speed of the spread, the rapid shutdown, and the measured, but
fast-paced reopening. This has led to a quick fall in stock market earnings, but then a rapid recovery, by historical
standards. The stock market decline and recovery have been even faster. The path of earnings recovery, and other
drivers of market volatility, will remain in keen focus.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us andis not a complete
summary or statement of all available data, norisitconsidered an offer to buy or sell any securities referred to herein. Opinions expressed are
subjectto change without notice and do not take into account the particular investment objectives, financial situation, or needs of individual
investors. There is no guarantee that the figures or opinions forecasted in this report will be realized orachieved. Employees of Stifel, Nicolaus &
Company, Incorporated or its affiliates may, at times, release written or oral commentary, technical analysis, or trading strategies that differ from
the opinions expressed within. Past performance is no guarantee of future results. Indices are unmanaged, do not reflect fees or expenses, and
you cannot investdirectly in an index.

Asset allocation and diversification do notensure a profitand may not protect against loss. There are special considerations associated with
international investing, includingthe risk of currency fluctuations and political and economic events. Investingin emerging markets may involve
greater riskand volatility than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater
volatility. Small company stocks are typically more volatile and carry additional risks, since smaller companies generally are notas well established
as larger companies. Property values can fall due to environmental, economic, or other reasons, and changes in interest rates can negatively
impact the performance of real estate companies. When investing in bonds, it is important to note that as interest rates rise, bond prices will fall.
The Standard & Poor’s 500 indexis a capitalization-weighted index that is generally considered representative of the U.S. large capitalization
market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange

(NYSE) and the NASDAQ. The DJIAwas invented by Charles Dow back in 1896. The MSCI EAFE index (Europe, Australasia, and the Far East) isa
free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excludingthe U.S.
and Canada.
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