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Earnings Results Broadly Beat Expectations

S&P 500 Forward 12-Month P/E Ratio

As of October 28, 58% of S&P 500 companies 

had reported 3Q earnings.  Of these 290 firms, 

74% outperformed consensus EPS estimates for 

the quarter.  Energy (+38.4%), Real Estate 

(+17.8%), Utilities (+13.6%) and Financials 

(+9.1%) reported the largest differentials between 

estimated and actual earnings, though earnings 

growth has been surprisingly widespread, with 

all eleven sectors exceeding expectations thus far.  

While Energy’s 3Q earnings still represent a year-

over-year decline for the sector, continued 

stability in the oil market and extremely weak 

year-over-year comparisons suggest that the 

Energy sector can contribute to S&P 500 

earnings growth in the months ahead.  The index 

currently reflects a blended earnings growth rate 

of 1.6% relative to 3Q15, up from expectations of 

-2.2% as of September 30.  If the current rate 

holds, it would mark the S&P 500’s first year-

over-year growth in seven quarters. 

Over the long-term, market prices tend to follow 

corporate earnings, while shorter-term 

dislocations in this relationship are captured by 

adjustments in valuation multiples (the P/E 

ratio).  In a broad sense, fluctuating P/E levels 

reflect varying levels of investor confidence over 

the course of the business cycle.  Forward P/E 

ratios account for the expected earnings growth 

of a stock or index over the following 12 months.  

The S&P 500 Index closed the month of October 

at 2,126, with a forward P/E ratio of 16.4 –

modestly higher than the 10-year average of 14.3.  

While these higher valuation levels (“P”) may very 

well be sustainable in the current low interest 

rate environment (not to mention equities’ 

relative attractiveness against other asset 

classes), upward revisions to earnings forecasts 

(“E”) are the key factor that will determine 

whether or not we break out of the range-bound 

market environment of the past 18 months.
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Cashing In On Loose Change From 2008 and 2014, passengers left more than 

$3.5 million in loose change at U.S. airports.  The 

annual amount of unclaimed change has risen 

sharply since 2007, which some attribute to the 

distraction caused by smartphones.  Between 

1987 and 2006, a loose-change scavenger in New 

York City recovered an average of $58 per year 

from the city’s sidewalks.  However, since the 

release of the iPhone in 2007 – and despite the 

ensuing recession – his yearly haul has jumped to 

over $95, perhaps due to waning competition, as 

the eyes of other passersby are glued to their 

smartphones, not the sidewalk.  In addition to 

lost change, Americans unwittingly throw out a 

significant sum of money.  Covanta, a recycling 

and waste management company, estimates that 

Americans throw away $62.5 million in coins 

every year, based on its average recovery of 25 

cents per ton of garbage (and 250 million tons of 

garbage per year in the U.S.).  In this case, one 

man’s trash is literally another man’s treasure.

The Consumer Engine Steams Ahead

Consumer spending, which accounts for more 

than two-thirds of economic output in the U.S., 

continues to be the key engine driving economic 

growth.  While falling consumer debt levels had 

been a drag upon incremental consumption since 

the financial crisis, new job growth and rising 

wages (due to the tightening labor market) are 

now notable tailwinds.  These factors, coupled 

with low inflation levels and favorable borrowing 

conditions, create a promising backdrop for 

future spending.  While consumer confidence 

levels ticked down slightly in October, the 

numbers have consistently improved post-

recession and remain near 8-year highs, further 

suggesting that consumption is unlikely to slow 

down in the near-term.  Given Personal 

Consumption’s substantial contribution to U.S. 

GDP, this is particularly encouraging in the 

current environment where a stronger U.S. dollar 

is weighing on corporate profitability, as 

illustrated by Net Exports’ burden on GDP.
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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 www.harbourcapitaladvisors.com.

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.

http://www.harbourcapitaladvisors.com/

