
The business beat
A look at financial issues across the globe.

Real test upcoming as 300
key firms prepare to report
By BERNARD CONDON
and PAUL WISEMAN
The Associated Press

NEW YORK — When it comes to
happy surprises on Wall Street, it’s hard
to get better than this.

U.S. companies made more money in
the first three months this year than
almost anyone expected. As earnings
reports roll in, they’re beating the esti-
mates of stock analysts at a rate not seen
in more than a decade.

Yet stocks have languished. The Stan-
dard & Poor’s 500 index has fallen about
2 percent in April. So why aren’t
investors impressed?

For starters, earnings season has just
begun. The real test is the next two weeks,
when more than 300 companies in the
S&P 500 report. Apple, the most valuable
company in the world, reports Tuesday.

Topping estimates is no great feat.
Publicly traded companies do it almost
every quarter. They tell analysts to
expect a number the companies know
will be low. Then they can enjoy a “pop”
in their stock price when – surprise! –
they clear the hurdle.

And this quarter, it’s not much of a
hurdle. Just a month ago, companies got
analysts to expect first-quarter earnings
to grow so little you’d need an electron
microscope to spot the rise –  just 0.5
percent.

“People aren’t as excited as they
would be if the estimates hadn’t been
taken down,” says Uri Landesman, pres-
ident of Platinum Partners, a hedge fund. 

Still, some beats are impressive. Yum
Brands Inc., owner of Pizza Hut and
Taco Bell, turned a profit of 96 cents per
share, trouncing the 73 cents expected
by Wall Street.

Of every 10 companies that have
reported first-quarter results, eight have
posted higher profits than Wall Street
analysts had estimated, according to S&P
Capital IQ, a financial research firm. 

That’s the highest ratio of “beats”
since 2001. In the fourth quarter of last
year, the figure was less than six in 10.

Thanks to surprising results in the past
two weeks, S&P 500 companies are on
track now for earnings growth of 4.3
percent over the first quarter of 2011.

They’re growing across industries,
too. Analysts had expected seven of the
10 industry groups in the S&P to post
lower profits than a year ago. They now
think only three will – telecom compa-
nies, utilities and materials makers.

Here’s a look at what the higher prof-
its portend.

Will they push stocks up?
Maybe, but only if investors believe

future numbers are heading higher, too.
For all the upbeat reports, investors

tend to buy and sell stocks based less on

what companies earned in the past than
on what they’re likely to earn in the
future. And the outlook is OK, not
great.

After a 11 percent increase last year,
companies in the S&P 500 are expected
to grow earnings 7 percent in 2012,
according to S&P Capital IQ. Just six
months ago, Wall Street was expecting a
12 percent jump for this year.

The good news is that lower expecta-
tions don’t always push stocks down. In
the first three months this year, analysts
slashed estimates for first-quarter prof-
its, and the stock market had its best
winter since 1998.

There even have been periods when
earnings barely budged and stocks
soared. In the five years through 1986,
the S&P nearly doubled while earnings
slipped 2 percent.

Sometimes stocks rise because
investors get more comfortable with the
idea of buying stocks generally, and
they’re willing to pay more for each dol-
lar of profit – even if those profits are
expected to grow more slowly. 

And sometimes stocks fall even if
profits grow faster. Chalk it up to less
confidence about the future or perhaps
higher expected inflation, which erodes
investing gains.

The upshot: Investing is more com-
plicated than just looking at past prof-
its or guessing, even correctly, future
ones. 

“What’s driving stock prices? Is it the
beat rate, the forward guidance, a Euro-
pean recession forecast or the sovereign
debt crisis?” asks Sam Stovall, chief
equity analyst at S&P Capital IQ. “The
answer is, Yes. They all do.”

Will higher profits boost economy?
As with stocks, profits have a curious,

sometimes counterintuitive, impact on
the economy.

Unexpectedly strong earnings don’t
necessarily translate into surprising eco-
nomic strength. Consider that profits
have surged since the Great Recession
ended in 2009, even as the economy has
struggled to recover. That’s because
companies made profits mostly by slash-
ing jobs and cutting costs.

The economy, helped by a modest rise
in consumer spending, is expected to
grow about 2.5 percent this year, up
from a sluggish 1.7 percent in 2011.

But in 2010 and 2011, the economy
stalled after getting off to a strong start.
And a string of disappointing economic
reports this month is raising fears of
another midyear slowdown in growth.

“The economy is gradually getting
better,” says Josh Feinman, chief global
economist at the investment firm DB
Advisors, part of the Deutsch Bank
Group. “But it’s kind of a stop-go pat-
tern. It’s somewhat frustrating, some-
what maddening.” He doesn’t see “a
whole lot of linkage” between corporate

earnings and the economy’s perfor-
mance.

If analysts expected little this past
quarter, they’re not much more opti-
mistic for the current quarter, either.
They expect profits to grow just 2 per-
cent for the three months that end June
30. Then they’re expected to rise nearly
6 percent in the third quarter, followed
by an impressive 16 percent in the last
three months of the year.

Some Wall Street pros aren’t buying it.
“It’s loaded into the back half –  flat

and then a big jump,” says Brian Lazor-
ishak, portfolio manager at Chase
Investment Counsel of Charlottesville,
Va.  “I don’t think it’s going to play out
that way.”

David Kostin, chief equity strategist
at Goldman Sachs, is equally dour. He
points out that the profit margins, or how
much profit companies get out of each
dollar of sales, are starting to flatten, as
they usually do in a recovery before
dropping fast.

The pattern is intuitive: Companies
reach a point where they can’t squeeze
any more additional work out of their
staffs, and other costs start rising, too.

What’s unusual is that Wall Street
analysts expect those margins to stop
flattening, then hit a new peak of $9 for
every $100 in sales by the fourth quarter.
In the late 1990s, Kostin says, margins
rose after stalling. But that was the only
time in the past 40 years.

Dario Cantatore, NYSE/AP
Traders gather Thursday at the New York Stock Exchange for the initial public offering of luggage maker Tumi Holdings.

Higher profits fail to wow investors

PRECIPITATION (inches)
As of 10 p.m.: 1.16
Total for month: 1.68
Avg. for month: 3.99
Total for year: 12.20
Avg. for year to date: 16.12 

SUNRISE/SUNSET
Sunset today: 7:27 p.m.
Sunrise tomorrow: 6:01 a.m.
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TEMPERATURES
Yesterday’s high: 54  
Yesterday’s low: 47
High/low for year: 85/16
Record high: 89 in 1873
Record low: 31 in 1927 

WEATHER CONDITIONS
Kentucky travel: 511
Tennessee travel: 800-342-3258
Weather radio: 162.400 FM
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ON THE MONEY
THE DOW LAST WEEK

The weekend wraps up today with fewer clouds and more
sunshine. Expect a high around 61 with north winds. The cool
spell will continue into the workweek, with highs around 60
and sunny skies Monday. The region will see more seasonable
temperatures Tuesday as highs reach the upper 60s. The next
chance of isolated showers will be Tuesday night into Wednesday
and Thursday. Highs will be in the lower 70s for late week.

Get the latest weather at 4:56, 5:56 and 10 p.m. on your local link, WNKY.

MORNING UPDATE

Want weather updates on your mobile phone? Visit bgdailynews.com/mobile.html

TODAY MONDAY TUESDAY WEDNESDAY THURSDAY

61 | 39
Partly sunny, windy.

60 | 42
Sunny and windy.

68 | 53
Mostly sunny.

77 | 57
Isolated showers.

72 | 50
Isolated showers.

RIVER & LAKE STAGES
Level  /  Pool

Barren River BG
4.22 ft.   28 ft.

Green River Woodbury
7.50 ft.   33 ft.

Barren River Reservoir
540.92 ft.  552 ft.

Nolin Lake Reservoir
505.69 ft.  515 ft.

STATE HIGHS & LOWS
Fort Campbell: 52/45
Fort Knox: 50/44
Frankfort: 51/45
Lexington: 53/45
London: 60/49
Louisville: 52/46
Owensboro: 53/44
Paducah: 59/45
Highs and lows from 
past 18 hours, as of 7 p.m.

Today is the 113th day of 2012.
There are 253 days left in the year. 

In 1864, Congress authorized
the use of the phrase “In God We
Trust” on U.S. coins.

In 1930, the United States,
Britain and Japan signed the Lon-
don Naval Treaty, which regulated
submarine warfare and limited
shipbuilding.

In 1937, thousands of college
students in New York City staged
a “peace strike” opposing Ameri-
can entry into another possible
world conflict.

In 1952, an atomic test in Neva-
da became the first nuclear explo-
sion shown on live network televi-
sion as a 31-kiloton bomb was
dropped from a B-50 Superfortress.

In 1964, President Lyndon B.
Johnson opened the New York
World’s Fair.

In 1970, millions of Americans
concerned about the environment
observed the first “Earth Day.”

In 1994, Richard M. Nixon, the
37th president of the United
States, died at a New York hospi-
tal four days after suffering a
stroke; he was 81.

Today’s birthdays: Actress
Charlotte Rae is 86. Actress Estelle
Harris is 80. Singer Glen Campbell
is 76. Actor Jack Nicholson is 75.
Singer Mel Carter is 69. Country
singer Cleve Francis is 67. Movie
director John Waters is 66. Singer
Peter Frampton is 62. Rock singer-
musician Paul Carrack (Mike and
the Mechanics; Squeeze) is 61.
Baseball manager Terry Francona
is 53. Comedian Byron Allen is 51.
Actress-talk show host Sherri
Shepherd is 45. Country singer
Kellie Coffey is 41. Actor Eric
Mabius is 41. Actress Michelle
Ryan is 28. Actress Amber Heard
is 26. 

— The Associated Press
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