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Highlights
The so-called earnings “pre-announcement
season” is upon us.

The current ratio of negative-to-positive pre-
announcements is 2.3, above the historical
average pre-announcement ratio of 2.1;
historically this 2.3 ratio has been followed
by a gain of about 2% in the S&P 500 during
the ensuing earnings season.

While the above average pre-announcement
ratio may be a small positive for the
earnings season once it gets underway, the
next few weeks may continue to feature
negative pre-announcements and modest
losses for the stock market.

1 Pre-Announcements Predict Stock Market
Performance During Earnings Season
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Pre-Announcement Season

The so-called earnings “pre-announcement season” is upon us. This is
the time when corporate leaders often pre-announce any changes to their
earnings expectations ahead of their second quarter earnings reports that
begin in mid-July. These pre-announcements will likely be with us for the
next few weeks until the actual earnings reporting season begins.

Traditionally, the start of the earnings season is marked by Alcoa reporting
their quarterly earnings. This earnings reporting season, Alcoa is scheduled
to announce their second quarter results on July 11. During the four

weeks that begin at the start of the earnings season, the bulk of S&P 500
companies report their earnings and the stock market reacts accordingly.
While this is still about three weeks away, we can get a reasonably good
indicator of how stocks may perform during the earnings season by looking
at pre-announcements.

As we highlighted in last week's Weekly Market Commentary, we expect
more than the average number of negative pre-announcements this

quarter. For the past couple of years, the pre-announcement season has
been relatively quiet as business conditions improved. However, due to the
economic slowdown during the second quarter and supply chain problems
extending from the disaster in Japan, the next few weeks may feature

more bad news than in recent quarters as companies lower their earnings
outlook. Last week, we heard from a wide range of companies lowering their
expectations for the quarter. S&P 500 companies lowering their earnings
guidance included: Carnival Corp, Conagra Goods, Whirlpool, and Jabil Circuit.

So far, the ratio of negative-to-positive pre-announcements is 2.3, above
the historical average pre-announcement ratio of 2.1. An above-average
ratio has often lowered the bar on expectations heading into the earnings
season as market participants price in a greater probability of company’s
missing analysts’ estimates. Over the past 10 years, an above average ratio
of 2.3 has been followed by a gain of about 2% in the S&P 500 during the
earnings season.

While the above average pre-announcement ratio may be a small positive
for the earnings season once it gets underway, the next few weeks may
continue to feature negative pre-announcements and modest losses for the
stock market. Although the track record indicates a modest gain for stocks
during the earnings season, there is a risk that stocks will buck the trend and
continue to decline during the earnings season despite the above-average
negative pre-announcements.
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One reason stocks may continue to suffer once companies begin reporting
earnings is that they may, at the same time, lower their earnings guidance
on the next couple of quarters. We believe earnings expectations remain
too high for the third and fourth quarters, but that does not mean the results
will be weak. On the contrary, earnings per share for S&P 500 companies
are likely to post solid gains at or above 10%. However, the consensus of
analysts' estimates point to an 18% gain in each quarter.

With profit margins near their peak and revenue growth slowing due to
below average economic growth in the United States and slower growth
abroad, it will be very hard for companies to achieve those 18% gains.
Therefore, companies may cut their earnings outlook, prompting analysts
to do the same, which may weigh on stock market performance. It is

worth noting that market participants have been more cautious than
analysts—stock market valuations (at a well below average forward Price-
to-Earnings ratio of 12) do not reflect anywhere near the well above average
18% analyst expected earnings per share growth in the coming quarters
tempering the impact of any disappointments.

The negative sentiment, low valuations, and solid earnings growth outlook
supports our view for a modest pullback to be followed by a rally, rather than
a more severe or sustained decline.

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. All indices are unmanaged and cannot be invested into directly.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest
rates rise and are subject to availability and change in price.

International and emerging markets investing involves special risks such as currency fluctuation and political
instability and may not be suitable for all investors.

Stock investing may involve risk including loss of principal.

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 stocks
representing all major industries.

The P/E ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net
income or profit earned by the firm per share. It is a financial ratio used for valuation: a higher P/E ratio means
that investors are paying more for each unit of net income, so the stock is more expensive compared to one
with lower P/E ratio.

The securities mentioned herein should not be construed as a recommendation to buy, or sell.

This research material has been prepared by LPL Financial.
The LPL Financial family of affiliated companies includes LPL Financial and UVEST Financial Services Group, Inc., each of which is a member of FINRA/SIPC.

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.
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