
Market Recap 

Source:  Congressional Budget Office; WSJ  

Projected U.S. Federal Debt as Percentage of GDP  

S&P 500 Earnings Surprises 

Source:  Business Insider  

8/3/2012 

More than half of the companies of the S&P 500 

have reported second quarter earnings.  Despite 

warnings by several companies of potential 

disappointment, 71% of companies have 

reported earnings above the mean estimate 

(only 43% have reported sales above the mean).  

Perhaps these results should not come as a 

surprise.  There has been an upward secular 

trend of companies reporting positive earnings 

surprises.  Many believe that the trend is 

attributable largely to companies guiding stock 

analysts to earnings projections that they know 

they can exceed.   Twenty years ago the ratio of 

positive to negative surprises was roughly 

50/50.  For the past 5 years or so, the ratio of 

positive to negative surprises has been 70/30.   

Investors who were anticipating 

announcements of policy change or quantitative 

easing when the two most powerful central 

banks met this week were disappointed.  The 

ECB indicated continued support of the Euro 

and troubled nations.  The Federal Reserve 

decided to wait further to act.  The problem 

with waiting is that the Fed's next meeting 

comes in September, less than two months 

before the election.  Action then might send an 

untimely message that the Fed has lost 

confidence in the economy, thus influencing 

voters.  Instead, the Fed may have more reason 

to hold its powder dry until after the election 

when it faces the looming fiscal cliff.  The series 

of expiring tax and spending measures is 

believed to have the potential to impact GDP by 

3.3% to 5%.  Long-term projections by the 

Congressional Budget Office focus on two 

potential scenarios: current law that includes 

the fiscal cliff and the status quo. Under the 

latter scenario, federal debt held by the public 

is projected to reach an unsustainable 93.2% of 

GDP by 2022. Even that scenario assumes an 

idealistic gradual rise in interest rates and 

economic growth, possibly beyond the Fed's 

ability to engineer. 
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A worldwide audience estimated at one billion 

viewers watched the opening ceremony of the 

London Olympics.  Director Danny Boyle, best 

known for directing films such as 

“Trainspotting” and “Slumdog Millionaire,” as 

well as the National Theatre of Great Britain 

stage production of “Frankenstein,” delivered an 

opening ceremony that celebrated both the 

uniqueness and enlightenment of Britain's 

culture.  Viewers’ expectations for theatrics 

were perhaps higher than usual due to 

London’s reputation as a preeminent site for 

artistic creation in the performing arts, 

especially theater and music. 
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S&P 500 Presidential Election Average Annual Return (1928 to 2012) One of the positive data points that has been 

cited this year is that election years tend to be 

favorable for the stock market.  An analysis of 

this year and prior Presidential election years 

demonstrates that, thus far, the market is 

tracking the historical pattern.  The forecast 

correctly called an April peak and a May/June 

trough.  Most recently, the S&P 500 

experienced a modest pullback in mid-July 

coinciding with the kick-off of earnings season, 

but it rebounded shortly thereafter.  Holding to 

the historical pattern, that rebound came right 

at the same time that the market historically 

sees its summer low.  If the pattern continues, 

the S&P 500 would be poised for a rally to end 

the summer, followed by further strengthening 

post-election. 
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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.  CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you 

that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be 

used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) 

promoting, marketing, or recommending to another party any transaction, arrangement, or other matter.  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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