
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 
                   
            
            
            
            
            
            
            
            
            
            
            
            
            
            
            
            
            
            
      
            
            
            
            
             

Second quarter earnings season is nearly complete.  According to Bloomberg, 87% of companies in the S&P 500 had 
reported as of August 15th.  Both earnings and revenue growth are up year-over-year relative to the first quarter of 
2013.  Earnings growth is coming in at 4.1% versus only 1.9% for the first quarter.  However, the results are 
dominated by Financials (16% of the S&P 500), which showed a whopping 28.1% earnings growth rate.  Without the 
Financial sector performance, earnings growth is relatively flat, as is revenue / sales growth.  What do these 
results portend for future earnings and profits? 
 
The chart below (courtesy of Cullen Roche and ORCAM Financial) highlights the fact that a significant portion of 
corporate profits was the result of government spending (federal and state & local deficits).  Historically, private 
domestic investment drove the profits cycle.  Following the great recession, neither personal consumption nor 
private investment was strong enough on its own to support corporate profits.  As a result, government spending 
was needed to fill the void left by the retrenching private sector. 
 

 
 
We are concerned with the significant drop in the current federal deficit.  As of August 7, 2013, the Congressional 
Budget Office has estimated a federal deficit of $642 billion, a decline of more than $370 billion from last year.  
The only way that corporate profits won’t be negatively impacted is if the private sector can make up the 
difference.  The housing recovery and private investment are both improving, but they are unlikely to make up the 
difference, at this time.  Corporate profit growth has peaked and profits are likely to fall from these lofty levels if 
federal stimulus is removed too quickly before the recovery can truly take shape. 
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