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The second quarter began with the closing of many offices,

during the height of the financial crisis. It should be noted

stores and production facilities in response to the Covid-19

that estimates are typically revised lower during the reporting

spread and government mandated lockdowns. While everyone

quarter; and have in fact only seen two periods with increases

hoped for a quick return to normal, as the quarter progressed

since mid-2015! On average over the past 15 years, estimates

it became clear that was not to be. However, once reopening

have fallen 4.6% during the reporting period. Of course the

did begin, consumers responded quickly and sales improved

stock market is forward looking, helping explain how it has

more than many anticipated. But Covid cases then started

managed to rise 15 of the last 20 times that estimates were

rising again in several states causing renewed cautiousness.

being cut. (Source: FactSet)

As a result, the quarter ended with high frequency economic

Looking at expectations for the full 2020 calendar year,

indicators from the likes of restaurants, retailers and the travel

earnings are now predicted to fall 23.4% from 2019 levels. This

industry beginning to backslide.

equates to a -28.6% decline in estimates since the beginning

As the shutdown progressed, Wall Street analysts aggressively

of the year, which is also a record (since 1996). The closest

reduced their estimates for Q2 earnings, and expectations

comparable was 2009, when the annual estimate decreased

dropped a substantial 37% during the quarter (Exhibit 1).

24.4% from January - June. One recent positive, however, is

That breaks the prior record fall (since 2002) of -34.3% seen

that negative estimate revisions have slowed as the Covid
impact has become more understood.
The initial bounce in economic activity post

Exhbit 1: % Change in quarterly S&P 500 EPS (start of quarter to end of quarter)
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predicted to be the low point for growth.
Third quarter results are expected to decline
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as well, but by a relatively smaller 24.4%.
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Source: FactSet
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Of course under normal circumstances this
would be an awful result, but is actually
much improved when compared to the
dire second quarter figure. Farther out,
2021 consensus estimates call for a 30.8%
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Exhibit 2: S&P 500 YoY Growth Rates

Note: Numbers for 2020Q2 and beyond are estimates.
Source: I/B/E/S data from Refinitiv

earnings recovery, which would require corporate America’s

Conclusion

earnings power to return to 2019 levels. In our view this

We see potential earnings upside for second quarter 2020, and

assumption seems more like wishful thinking than reality. With

a few companies like Pepsi (PEP) and JP Morgan (JPM) have

Covid cases in the U.S. rising but fatalities thus far remaining

already reported stronger than expected results. With states

well below the previous peak, it’s too soon to say whether

imposing restrictions again as cases increase, third quarter

the recent dip in consumer spending is cause for renewed

numbers could next be at risk. And due to the heightened

concern. Near-term progress on a vaccine or therapy could

uncertainty many companies are not providing guidance, but

raise consumer confidence, but absent that the economy will be

to the extent that they do offer insights pointing to future

dependent on additional government stimulus.

improvements, most stocks should react well.
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Disclosure
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securities, including whether they are profitable or not, it is being provided
as a means of illustrating the investment manager’s investment thesis. The
investment manager may or may not have invested in these securities at the
time this report was prepared or is accessed by the reader. References to specific
companies or securities are not a complete list of securities selected and not all
securities selected in the referenced timeframe were profitable.

We are not licensed or registered with any financial services regulatory authority
outside of the United States. Non-U.S. residents who maintain U.S.-based
financial services accounts with us may not be afforded certain protections
conferred by legislation and regulations in their country of residence with
respect to any investments, investment solicitations, investment transactions or
communications made with us.

Other Bank of Montreal affiliates, and their agents and employees, may provide
oral or written market commentary or trading strategies to clients that reflect
opinions that are contrary to the opinions expressed in this report. These same
persons and affiliates may make investment decisions that are inconsistent
with the recommendations or views expressed in this report. We and our
affiliates, directors, officers, employees and members of their households, will
from time to time have long or short positions in, act as principal in, and buy
or sell, the securities referred to in this report. We and our affiliates, directors,
officers, employees and members of their households, may have positions in
the securities mentioned that are inconsistent with the views expressed by this
report.

You may not copy this report or distribute or disclose the information contained
in the report to any third party, except with our express written consent or as
required by law or any regulatory authority.
“BMO Wealth Management” is a brand name that refers to BMO Harris Bank,
N.A., BMO Family Office, LLC, BMO Harris Financial Advisers, Inc., BMO Delaware
Trust Company, and certain affiliates that provide certain investment, investment
advisory, trust, banking, securities, insurance and brokerage products and
services. “BMO Family Office” is a brand name that refers to BMO Harris Bank,
N.A., BMO Family Office, LLC, and BMO Delaware Trust Company. The BMO
Family Office brand provides family office, investment advisory, investment
management, trust, banking, deposit and loan products and services. These
entities are all affiliates and owned by BMO Financial Corp., a wholly-owned
subsidiary of the Bank of Montreal. Capital Advisory Services are offered by a
division of BMO Harris Bank, N.A. Member FDIC.

This report is not intended to be a client-specific suitability analysis or
recommendation, an offer to participate in any investment, a recommendation to
buy, hold or sell securities, or a recommendation of any investment manager or
investment strategy. Do not use this report as the sole basis for your investment
decisions. Do not select an asset class, investment product, or investment
manager based on performance alone. Consider all relevant information,
including your existing portfolio, investment objectives, risk tolerance, liquidity
needs and investment time horizon.

NMLS #401052

Any forward-looking statements in this report involve known and unknown risks,
uncertainties and other factors that may cause the actual performance of future
markets to differ materially from the projections depicted in the report. Past
performance is not indicative of future results and current performance may be
higher or lower than that shown in the report. There can be no certainty as to
the extent or depth of any market downturn, nor any assurance regarding the
nature, extent or timing of markets rebounding. When evaluating the report, you
are cautioned not to place undue reliance on these forward-looking statements,
which reflect judgments only as of the date of the report. Investment returns
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Broker-dealer and investment advisory services and insurance products are
offered through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SECregistered investment adviser.
Securities, investment advisory services and insurance products are offered
through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SEC-registered
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BMO Harris Financial Advisors, Inc. and BMO Harris Bank N.A. are affiliated
companies. Securities and insurance products offered are: NOT FDIC INSURED –
NOT BANK GUARANTEED – NOT A DEPOSIT – MAY LOSE VALUE.

Standardized performance returns include reinvestment of dividends, other
income and capital gains, which depict performance without adjusting for
the effects of taxation or the timing of purchases and sales. Performance
data is presented without deducting the investment advisory fees and other
charges that may be applicable. The deduction of such fees and other charges
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Unless otherwise indicated, traditional investment performance data generally
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