Q2 business profits reporting season in the
U.S. and Europe
9th July 2021
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Mid-July, in the U.S. and Europe, the company profit reporting season for Q2 will start.
Analysts revised again in an upward trend the esteems of profit growth, basing their
assumptions on the record data in the yearly profit growth (above 60% for the S&P500)
and revenues (almost at 20% for the S&P500). Esteems on quarterly growth remain
modest instead.

The recovery of business profits is the main strength driving stock markets in the
medium run, but the sharp increase in quotes from the last months already deducts a
good portion of the economic improvement and the good corporate fundamentals.
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Market’s performance in 2021’s Q2
The quarter is positive again for the world’s main stock markets, which are benefitting
from a strong economic recovery and re-openings, made possible by the
acceleration in vaccination campaigns.
The American index S&P500 (+8.5%) reached new absolute highs, followed by the
Eurostoxx which reported returns equal to 6%. Emerging stock markets are lagging
behind, where the vaccination pace is slower and China now over its re-acceleration
peak and more and more on the downward slope.

American ten-year rates, after almost reaching pre-covid levels because of the
increase of inflation, have retraced part of its increase from the previous quarter,
following the Fed’s wake which sees the increase in prices as temporary, and not
structural. This rate movement is favorable for spread bonds which had positive
returns, especially the emerging ones.
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Profit season in the Q2

In July’s middle week will begin the communication regarding business profits from
the 2nd quarter in the U.S. and Europe, which will get more important at the end of
the month.
It is predicted it will be a record season for company profits. Analysts forecast an
exceptional yearly growth for profits (around 60% in the U.S., even more in Europe),
amplified by its comparison effect with the lockdown’s quarter from 2020. The
estimated growth on quarterly basis is way more modest (below 2% in the U.S.).
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Analysts, in Q2, revised in an upward fashion the esteems on profit growth (for the 4th
consecutive quarter). In the U.S. this is the highest upward estimates revision in the last
20 years (+7%) and especially regarded cyclical and financial sectors, where majority
of yearly profit growth will take place.
The reason behind this record revision? It is a mix of increased growth prospects,
upward correction of the excessive estimation cuts that analysts caused in spring
2020, increase in the price of raw materials (particularly oil) and more and more
optimistic profit anticipations by society.
In addition to company results, stock markets will also evaluate the companies’
capacity to transfer the increase of end prices, verifying the businesses’ ability in
retaining profit margins.
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Medium-term estimates
On top of estimates from the 2nd quarter, analysts also amply revised expectations for
the whole of 2021 for all main stock markets.
After 202’s contraction, analysts forecast a robust profit growth in 2021, which will
correct the record contraction from 2020, but also shows the strengthening of an
economic recovery which is becoming more and more synchronized across the
globe.
For the U.S. the increase in 2021’s estimates (of above 8%) is the highest in 25 years.
Ample upward revisions were also made for the Eurozone stocks, which benefits from
the improvement of domestic demand caused by re-openings and an
accommodating behavior by the ECB. 2021’s profits have been upwardly revised in
emerging markets too, only after a drop in estimates about next year (including the
slow reduction of stimulus, starting with China)
In all sectors, profits recovery is expected to continue in 2022 and 2023 at a strong
pace, but less intense than 2021’s (between 10% and 14%).
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Stock markets appear to be interested in the medium term, in the economic recovery
context, ample fiscal and monetary stimulus and low rates on the long run.
The recovery of business profits is the main driving factor for stock markets in the
medium term, but the sharp increase in quotations from last months deducts part of
the economic recovery and of corporate fundamentals. In the two previous seasons a
rather cautious reaction by markets was observed, even with good business results
and better expectations, showing that markets already started the process of
discounting increasing profits.
This is especially true in the U.S., where valuations are elevated and esteem revisions
reached record levels, difficult to surpass in a context of non-accelerated macro
recovery.
It remains more favorable instead, in terms of valuation and momentum in profit
estimates, the situation for European businesses.
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This communication is intended for professional investors.
The content in this communication has been prepared by Eurizon Capital SGR S.p.A. (the "SGR").

The information provided and opinions expressed are based on sources believed to be reliable and in good faith, however, no representation or
warranty, express or implied, is made by Eurizon Capital SGR S.p.A. and its subsidiaries as to the accuracy, completeness, reliability and fairness of such
information. Opinions and forecasts are expressed with reference only to the date of their preparation and there can be no assurance that results, or
any future events will be consistent with the opinions and forecasts contained herein.
Nothing contained in this communication should be construed as investment research or marketing communication, nor as a recommendation or
suggestion, implicit or explicit, with respect to an investment strategy involving financial instruments or issuers of financial instruments, nor as a solicitation
or offer, nor as investment, legal, tax or other advice. Reference to the information contained in this communication is at the sole discretion of the
reader.
This communication is also not intended for persons in jurisdictions where the public offering of financial products or the promotion and placement of
investment services and activities is not authorized or to whom it is illegal to make such an offer or promotion.
United States: This communication is not intended for use by residents or citizens of the United States of America and U.S. Persons pursuant to Regulation S
of the Securities and Exchange Commission under the U.S. Securities Act of 1933, as amended and neither this video not any copy thereof may be sent,
taken into, or distributed in the United States of America or given to any U.S. Persons. (https://www.sec.gov/rules/final/33-7505a.htm).
SGR, its subsidiaries and employees are not responsible for any damage (including indirect or accidental) arising from the fact that someone has relied
on the information contained in this communication and is not responsible for any errors and/or omissions contained in such information.
This communication and its contents may not be reproduced, redistributed, directly or indirectly, to third parties or published, in whole or in part, for any
reason whatsoever, without the prior written consent of the SGR.
Past performance is no guarantee of future performance. The value of the investment and the resulting return are subject to fluctuations, may increase
as well as decrease and, at the time of redemption, the investor may not get back the financial investment.
For further information please refer to the legal notice.
Document for internal use only.

