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The second quarter earnings season is about to begin, arriving at an important time for markets. In

our recent Second Half Outlook, we noted that, with the S&P 500 already near our year-end target

and market valuations above average, further gains would be driven more by growing earnings than
expanding valuations. The encouraging news is that earnings expectations are strong and, in an unusual
development, analysts raised them through the second quarter. But lofty expectations leave little room

for error, and we’re in an environment where geopolitical risks — especially Middle East tensions — still
linger. In this Sight|Lines, we set the stage for the second quarter earnings season — how much growth is
priced in, which reports across the calendar will set the tone, and why we lean positive but are holding our
forecasts steady.

THE TAKEAWAY: A STRONG SETUP MAY BE STRETCHING VALUATIONS

Expectations for the quarter are high and reflect optimism, but the bar is elevated, and the results we learn
throughout the reporting calendar will set the tone as we go. In summary:

* Second quarter earnings are expected to grow about 24% year over year, and analysts raised their
estimates through the second quarter — a relatively uncommon occurrence.

e Company guidance also skewed positive, with more companies raising outlooks than lowering them.

» Revenue growth forecasts are strong and broad — near 12% with all 11 sectors growing, while the
drivers of margins and earnings growth are still more concentrated.

» The banks open the season in mid-July and will set the macro tone — offering insights about consumer
health, credit, and capital markets activity.

* Artificial intelligence hardware bellwethers follow, offering the first hard read on the capital spending
cycle before the largest technology names report.

* The Al hyperscalers are reporting in late July, with cloud growth and capital spending plans in focus.
 Late August will bring Nvidia’s release along with healthcare, the sector with more negative forecasts.

» While we lean modestly positive on stocks, these lofty expectations appear to be priced in, setting up
for a two-sided market in the near term, one of the reasons we’ve maintained our S&P 500 target.
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IN-DEPTH: STRONG EARNINGS EXPECTATIONS SET A HIGH BAR FOR EARNINGS RESULTS
Strong earnings growth is expected in the second quarter, increasing the chances for disappointment. Going deeper:

* Expectations are strong, and the revision trend is a positive surprise:
0 The S&P 500 is expected to grow earnings by 23.5% — a second straight quarter above 20% and the seventh straight of
double-digit growth, with 10 of the 11 sectors growing.
0 Analysts raised the quarter’s earnings estimate 3.9% from March 31 to June 30 — when a decline of 2% is more typical.
e Company guidance has been more constructive, with more cautionary pre-announcements not as common:
o0 Sixty-three companies issued positive guidance versus 48 negative — around 57% positive, above the approximate 41%
historical average.
0 The 44 tech sector companies issuing positive guidance is the most across the 11 sectors.
* Top-line revenue growth is expected to be broad, but the main drivers of earnings growth are still narrow:
0 Revenue is expected to grow about 12% — the fastest since 2022 — across all 11 sectors.
o Energy and technology drove most upward revisions, with healthcare as the sector with an expected earnings decline.
* In terms of the calendar, financials will be released early, setting the tone for the earnings season:
0 Wells Fargo is expected to report in mid-July, with JPMorgan and Citigroup typically alongside, followed by Goldman Sachs,
Morgan Stanley, and Bank of America.
0 These results often give insights about broader topics like the credit environment and consumer health, as will Netflix, also
reporting about that time.
Given that Al remains a driver of market optimism, chip supply chain results, also reporting early, will be important:
o Taiwan Semiconductor's mid-July report will provide insight on Al chip demand, and ASMLs results may be a forward
indicator of future fabrication plant investment.
* The busiest week of the earnings season will center on the largest technology platforms:
o Microsoft, Alphabet, Meta, Amazon, and Apple are expected to report in late July/early August, along with Tesla.
o Learnings around cloud growth and capital spending will provide insight around the investment versus return on
investment question.
» Companies reporting later have the potential to reshape the tone set by this earnings season:
o Nvidia reports on August 26, the company perhaps most followed when it comes to Al and related optimism.
0 Energy company results will provide insights on the impact of changes in the Middle East, and final health care reports will
confirm — or deny — if negative forecasts in that sector play out.
* While we lean modestly positive on stocks, we see a potentially two-sided market near term:
o The market has been trading around our 7,450 year-end target at about 20 times forward earnings, above its five- and 10-
year averages, leaving less room for meaningful multiple expansion from here.
o Earnings disappointments or a reheating of the Middle East conflict are some downside risks.

WHAT WE THINK

Second quarter earnings season is starting, and analysts raised estimates through the quarter, with guidance skewing
positive. But lofty expectations leave little room for error, and two risks temper our enthusiasm: possible earnings
disappointments and the potential for a reheating of the Middle East conflict. With the market already trading around our
year-end target and valuations elevated, we lean positive but see the potential for a two-sided market in the near term.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions
expressed are subject to 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 or achieved.
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 invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated
with international investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets
may involve greater risk and 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 not as 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 Index is a capitalization-weighted index that is generally
considered representative of the U.S. large capitalization market. The Bloomberg software Index is a price-weighted index of software
companies located or doing significant business in the Silicon Valley. The Bloomberg 500 Financials Total Return Index tracks the financial
sector within Bloomberg 500 Universe. This index includes 87 constituent companies spanning various financial services sectors. 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 DJIA was invented by Charles Dow back in 1896. The MSCI EAFE Index (Europe, Australasia, and the Far East) is a free float-
adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the U.S.
and Canada. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the
implied volatility of S&P 500 index options. The risk of loss in trading commodities and futures can be substantial. You should therefore
carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of leverage that is often
obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses as well as gains.
Volatility is measured by calculating the standard deviation of the annualized returns over a given period of time.
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