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We recently highlighted the lofty expectations for second quarter earnings: earnings projected to grow
by about 23% year over year, revenue approaching 12%, and analysts raising estimates during the quarter
rather than lowering them. With the reporting season now close to complete, companies did more than
meet that elevated bar. Reviewing those companies reporting, 86% exceeded earnings expectations,
blended earnings growth reached 50.4%, and revenue growth accelerated to 15.0%. Alphabet and
Amazon results have amplified both the growth rate and the size of the aggregate surprise, and much

of the momentum remained concentrated in technology, energy, and businesses tied to the artificial
intelligence (Al) buildout. In this Sight|Lines, we revisit the expectations we set in July, assess where

results stand, and consider what the quarter tells us — and does not yet tell us — about the return on

Al investment.

THE TAKEAWAY: COMPANIES CLEARED A HIGH BAR, WITH Al STILL DRIVING RESULTS
Second quarter results were stronger than the already-high expectations, but results were concentrated.
In summary:

» The reporting companies have cleared a high bar — 86% beat earnings estimates, and blended
earnings growth reached 50.4%, more than double the 23.1% expected at the end of June.

* Excluding Alphabet and Amazon, however, earnings growth falls to 32.0% and aggregate earnings
surprises decline meaningfully.

* Revenue grew 15.0%, the fastest since late 2021, and all 11 sectors reported year-over-year growth.
» Technology and energy were the largest revenue contributors, while healthcare earnings fell.

e Al demand continues to influence results, but investors still await evidence of a return on
that investment.

* Analysts raised third quarter estimates through July, and full-year 2026 estimates also
moved higher.

* These strong results support a market trading at elevated levels, but any disappointment in the future
runs the risk of triggering a market pullback.


https://www.stifel.com/Newsletters/AdGraphics/InSight/Sightlines/2026/SL070926.pdf
https://omny.fm/shows/stifel-sightlines/second-quarter-earnings-a-high-bar-cleared-mostly
https://vimeo.com/stifel/sightlines-081726

IN-DEPTH: RESULTS WERE EVEN STRONGER THAN THE ALREADY OPTIMISTIC EXPECTATIONS
The quarter validated much of the positive setup we discussed in July, while also showing why the largest headline numbers
require some normalization. Going deeper:
» Company results cleared the previous, lofty expectations by a wide margin:
o0 Blended earnings growth reached 50.4%, up from the 23.1% expected on June 30 and the strongest rate since the
second quarter of 2021.
o Ten of the 11 sectors reported earnings growth, including eight with double-digit growth.
* However, a meaningful portion of the overall results came from items that will not repeat:
o Alphabet’s second quarter earnings included a $98 billion other-income gain, primarily from unrealized gains on equity
securities, while Amazon recorded a $53.4 billion gain primarily related to its Anthropic investment.
0 Excluding these two companies, S&P 500 earnings growth would have been 32.0%, and the aggregate earnings
surprise would have been 10.9% rather than 29.2% — still strong results.
0 Separately, some companies have also cited tariff refunds tied to the Supreme Court’s tariff ruling as a modest, non-
recurring boost to results this quarter.
e Revenue growth reinforced the strength of the quarter’s results:
o Blended revenue growth reached 15.0%, up from 12.2% expected at the end of June and 9.5% expected in March.
o All 11 sectors reported year-over-year revenue growth, with five achieving double-digit gains.
o The blended net profit margin reached 15.7%, the highest since FactSet began tracking the metric in 2009, and 14.4%
excluding Alphabet.
* The expansion was broad, but technology and energy were dominant sectors:
o Information technology revenue grew 35.9%, led by 77% growth in semiconductors and semiconductor equipment,
while energy revenue grew 42.5% as average oil prices were 45% higher than a year earlier.
0 Healthcare was the only sector reporting a year-over-year earnings decline.
* The quarter provides strong evidence of Al-buildout demand, but the return on investment question remains open:
o Semiconductor revenue growth and hyperscaler spending show continued demand for chips, data centers, cloud
capacity, and related infrastructure.
e As Warsh implements an approach with less forward guidance, he emphasizes the need to monitor market signals instead:
o For example, Warsh highlighted the increase in longer-term Treasury yields during his press conference.
0 Pressure on the long end drew in the Treasury Department recently, as Secretary Bessent asked the Fed to expand a
lending facility so Japan could defend the yen without selling its $1.14 trillion in Treasury holdings.
* Analysts have raised third quarter estimates during July, and full-year 2026 estimates also moved higher:
0 Analysts currently expect earnings growth of 27.4% in the third quarter and 25.2% in the fourth, although revenue
growth is expected to moderate some to 11.3% and 10.9%, respectively.
* These strong results support positive equity returns, but signs of disappointment can trigger a pullback.

WHAT WE THINK

Second quarter earnings are coming in even better than expected when we published in July. Companies cleared the high
bar we described, revenue growth accelerated, earnings strength extended across most sectors, and analysts raised forward
estimates as well. We believe those are meaningful positives. At the same time, Alphabet and Amazon earnings lifted the
index result substantially, and technology and energy accounted for an outsized share of revenue growth. The quarter
provides again strong evidence that the Al infrastructure buildout continues, but spending and capacity growth are not the
same as broad, durable returns for the companies adopting Al. With valuations elevated, we’re mindful that any signs of
disappointment — results below these still lofty expectations — are often associated with a market pullback.
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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. Core PCE is the PCE Price
Index excluding volatile food and energy prices, revealing underlying inflation trends.
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