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Accelerating Earnings Growth
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Global Growth Entering More Mature Phase

51 +==

49
47

45 T T T T T
Apr-15 Aug-15 Dec-15 Apr-16 Aug-16 Dec-16 Apr-17 Aug-17 Dec-17

-Rﬁ'\ _/‘ "
~7

— S Global Eurozone e China EM

Source: Neuberger Berman

HARBOUR CAPITAL ADVISORS

First quarter earnings growth rates have risen
steadily, helped by stronger than expected
revenue growth, higher pre-tax earnings growth,
and lower corporate taxes. As of May 3rd, first
quarter earnings for the S&P 500 were estimated
to grow 25.3% year over year, the seventh
consecutive quarter in which earnings growth has
been positive. While many have attributed the
strong growth in earnings to a lower corporate tax
rate, pre-tax earnings growth is a healthy 12.1%,
driven primarily by 8.5% growth in revenues year
over year, the highest level of revenue growth
since the 3rd quarter of 2011. Nevertheless, these
impressive earnings growth rates may prove
difficult to sustain in 2019 given that the benefits
of tax reform will no longer be reflected in year
over year figures.

Global manufacturing purchasing manager
indices (“PMIs”) have peaked in recent months,
and it appears they are unlikely to achieve new
highs in the current economic cycle. As a leading
indicator for the economy, the pullback in PMI
readings suggests that current GDP growth levels
may be in the midst of plateauing. With demand
heating up, bottlenecks are now beginning to
form in certain parts of the supply chain, most
notably in raw materials and transportation
costs. Although this new development is causing
headaches for some manufacturers, running into
capacity constraints is a natural feature of late
cycle dynamics. The resolution (or lack thereof) of
ongoing international trade tensions will help
determine whether the slowdown is a gradual or
more aggressive process.
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Economic Profitability Among Industries

Average annual economic profit of firms within each industry, 2010-14
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A recent McKinsey study on economic profits
(defined as a company’s profit net of its cost of
capital) provides an interesting framework for
thinking about the tensions governing
competition and profit across various industries.
The core underlying assumption is that excess
profits attract competition, which in turn erode
industry profits to their natural point of
equilibrium. The study’s findings generally
validate this principle, but also shed light on
some wrinkles at either extreme of the spectrum
— while the average industry makes almost no
economic profit, those in the top quintile earn a
profit that is 30x greater than the average. This
suggests that it may be better to be an average
competitor in a highly profitable industry rather
than an above average competitor in less
profitable industry.

Different regions of the country excel at
producing different things. States like Colorado,
Nebraska, and Iowa excel at grains and
livestock, while states like Texas, Louisiana and
Mississippi excel at petroleum oil. Mountain-
West states like Nevada and Utah tilt heavily
towards the metals and mining industry, while
rust-belt states like Virginia, West Virginia and
Pennsylvania tilt heavily towards coal. A
significant number of states are heavily exposed
to the transportation industry, with either
airplanes, trucks or cars representing the
largest production category in nineteen states.
Surprisingly, Oregon is the only state which
sees electronics as its top product, with
California (home to Silicon Valley) producing a
higher dollar volume of airplanes than
technology related products.
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Contact: If you have any questions or comments, please do not hesitate to contact us at 703.992.6164. For more information about Harbour
Capital Advisors, please visit our website at

Disclosure: Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its
representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which
HCA maintains clients. HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from
registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered
or qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining to the
registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of
HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request.
HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information
prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only
and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, there can be no assurance
(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the
investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or
profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different
types of investments involve varying degrees of risk. Historical performance results for investment indices and/or categories generally do not reflect
the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of
which would have the effect of decreasing historical performance results. The material contained herein is provided for informational purposes only
and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial
instruments. Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-
investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market
conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client
should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment
professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal,
accounting, or tax advice. The tax information contained herein is general in nature and is provided for informational purposes only. HCA does not
provide legal, tax, or accounting advice. HCA cannot guarantee that such information is accurate, complete, or timely. Laws of a particular state or
laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.
Federal and state laws and regulations are complex and are subject to change. Changes in such laws and regulations may have a material impact
on pre— and/or after-tax investment results. Rankings and/or recognition by unaffiliated rating services and/or publications should not be
construed by a client or prospective client as a guarantee that he/she will experience a certain level of results if HCA is engaged, or continues to be
engaged, to provide investment advisory services, nor should it be construed as a current or past endorsement of HCA by any of its clients. Rankings
published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser.
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