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Earnings explosion

We believe in the old saying: a picture is worth a thousand PWM Equity & Fixed Income Research
words. Here, we aim to recap recent market action and provide Ross Mayfield, CFA

. . Investment Strategy Analyst
some perspective to investors.
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WHAT DRIVES LONG-TERM STOCK OUTPERFORMANCE?

Quick question: What is stock? | ask this not as some sort of trick or brain twister, but instead as part of an effort to better
get at the core of what investing is. And with some parts of the market looking like a casino, | hope it's a worthwhile effort.

At its most basic, stock is just an ownership share in a company. Ok, but it's not like a share of Apple stock comes with keys
to their Cupertino headquarters and a corner office (...l don’t think), so what does that actually mean? Pretty simply, owning
stock (aka equity) entitles one to a portion of a company's earnings in perpetuity. And while that might seem ambiguous
(especially for non-dividend-paying firms), the takeaway is that there is a tether between a stock’s price and its earnings.
Perhaps not in the short- or even the medium-term (stock prices can be far more volatile than their underlying fundamentals),
but in the long-term, the market is a weighing machine—the fundamentals must matter.

Ok Ross, thanks for the Finance 101, but get to the point. Right. Well, with investor focus spread across everything from
geopolitics to the Federal Reserve’s tapering language, it sometimes pays to step back and just see how US company
earnings are doing. And the answer is...outstanding. Just to run through a few numbers from the quarter ended March 31.:

e 86% of companies have reported earnings per share (EPS) above estimates. This would mark the highest
percentage since FactSet began tracking the metric in 2008.

e In aggregate, earnings are coming in 23% above estimates. This is well above the 5-year average of 7% and
would mark the second-highest percentage since FactSet began tracking this metric in 2008 (spotting a trend?)

e The blended earnings growth rate for Q1 is 50%. This is
versus an estimated growth rate of 24% just six weeks ago 45, | Corporate earnings have both

(and would mark the highest year-over-year earnings growth recovered strongly and been more
since 2010). 150 | resilient than initially expected. Forward
expectations are starting to rise, as well.
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e The S&P blended profit margin for 1Q21 is 13%. This is
above the 5-year average of 11% and would mark the highest %
net profit margin reported by the index since FactSet began

tracking the metric in 2008. -

e Analysts project double-digit earnings growth for the
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expected to peak in Q2 2021 at 59%. See our chart to the ~
right (via FactSet) and Strategas’ take here. =38P 500 Next-Twelve-Month EPS Estimate

e Companies are issuing strong outlooks. At this point in time, the percentage of firms giving positive earnings
guidance (an in-house forecast given ahead of actual results) is 59%, which is well above the 5-year avg. of 35%.

Not half bad at all. Now, stocks are forward-looking animals, so a lot of this strength is already priced into a market near all-
time highs. But it’s still comforting to know that one of the key underpinnings of the entire market—corporate earnings—are
justifying the price to an extent. Hard for me to see a bubble in stocks when companies are performing so strongly.
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Disclosures

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed
here reflect our judgment at this date and are subject to change. The information has been obtained from sources we
consider to be reliable, but we cannot guarantee the accuracy.

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.
This report does not take into account the specific investment objectives, financial situation, or need of any particular client
and may not be suitable for all types of investors. Recipients should consider the contents of this report as a single factor
in making an investment decision. Additional fundamental and other analyses would be required to make an investment
decision about any individual security identified in this report.

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor
and/or your tax or legal advisor.

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the
investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the
other may not.

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.

Copyright 2020 Robert W. Baird & Co. Incorporated.

Other Disclosures
UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert
W. Baird Limited holds an ISD passport.

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial
Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may
not be distributed to private clients. Issued in the United Kingdom by Robert W. Baird Limited, which has an office at
Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial
Conduct Authority. For the purposes of the Financial Conduct Authority requirements, this investment research report is
classified as objective.

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license. RWBL

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws. This
document has been prepared in accordance with FCA requirements and not Australian laws.
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