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Financial markets have been resilient in recent weeks, almost fully recovering from the swings
experienced at the beginning of August. Major stock market indices are once again approaching
all-time highs, with the S&P 500 gaining 19.2% year-to-date with dividends, less than half of one
percent below its peak. This upward trend has been fueled by Fed Chair Powell’s recent speech
that laid the groundwork for a September rate cut. The past month is yet another reminder that
market volatility is both natural and unavoidable. Rather than fixating on day-to-day market
headlines, it's usually better to invest based on longer-run trends.

Corporate earnings drive market returns in the long run
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The Stock Market and Earnings

S&P 500 Index price and trailing earnings-per-share since 1990
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With market volatility subsiding for now,
investors have shifted their attention back
to fundamentals such as corporate
earnings. Over the course of market
cycles, the stock market tends to mirror
the trajectory of corporate profits, rising as
the economy grows. This is because shares
of a stock represents an ownership claim
on a company's profits. So, while markets
can experience turbulence from time to
time, a steadily growing economy and
rising corporate profitability have
historically fueled the stock market.

This is clearly demonstrated in the
accompanying chart which shows that
while markets and earnings do not move in

perfect lockstep, they follow similar patterns. The gap between the two accounts for stock market
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valuations such as the price-to-earnings ratio - i.e., how much investors are willing to pay per
dollar of earnings. Valuations have been expensive in recent years, so market pullbacks can be
healthy as investors adjust their expectations.

Over the past twelve months, S&P 500 earnings have risen to $232 per share, a healthy growth
rate of 7.4%. This has accelerated with second quarter S&P 500 earnings rising at a blended
growth rate of 10.9%, according to FactSet. If the final numbers don’t change much, this will
represent the fastest pace since the end of 2021. Earnings began to rebound just over a year ago
after struggling in 2022 and early 2023 due to recession concerns.

While it's positive that 79% of S&P 500 companies have reported higher-than-expected earnings,
they have only beaten estimates by 3.5% on average. This is partly because S&P 500 revenue
growth is below the 5-year average of 5.2%. The direction of sales in the coming quarters will
depend heavily on whether consumers and businesses spend more or tighten their belts.

Companies are concerned about consumer spending
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_ This is one reason companies are
Personal Savings Rate el concerned about the financial health of
Savings as a percentage of disposable income consumers, eSpeCia”y given the economic
swings and rapid inflation of the past few
years. It's no secret that the prices of
everyday necessities such as food and
housing have remained high. On their
latest earnings calls, many companies
cited worries about consumers being more
budget-conscious with their decisions when
it comes to restaurants, vacations,
e entertainment, and so on. This was echoed
by executives from Marriott, McDonald’s,
Disney, and more.
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On the one hand, the latest consumer

spending data came in hotter than
expected, showing a 1% month-to-month jump in retail sales compared to expectations of just
0.3%. On the other hand, it’s also clear that savings rates have fallen from their pandemic peaks,
acting as a drag on future spending. The accompanying chart shows that much of the extra money
from each paycheck that households were able to save in 2020 and 2021 has already been spent.
While this has not materially slowed consumer spending just yet, it is a factor that investors and
economists have been following for some time.

It's also clear that consumer sentiment is still poor due to the higher prices of the past few years.
The University of Michigan’s Consumer Sentiment index is still well below average. In a recently
published financial well-being index from Deloitte, sentiment appeared mixed. Among the highest
earners, consumer sentiment is sunny, with 74% of higher income respondents saying their
finances have improved in the last 12 months. Among middle- and lower-income earners, however,
the outlook is less rosy, with just 61% and 50% of respondents respectively reporting
improvement.
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Consumer net worth is at record levels
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At the same time, there are early signs
Intelligent @ , . . .
Household Net Worth Capitaiworks that consumers’ feelings about inflation are
Federal Reserve Z.1 financial accounts report for the U.S. imprOVing. A recent SUrVey Of Consumer
The net worth of households and nonprofits .
e Expectations from the Federal Reserve
Bank of New York revealed a significant
drop in consumers’ expectations for
inflation over the next three years,
reaching a record low of 2.3% since the
survey’s inception in 2013. The University
of Michigan’s survey also showed that
consumers anticipate only 2.9% inflation
over the next year and 3% over 5-years, a
significant improvement in recent months.
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pidiripl With inflation moving back toward 2%, the
Fed poised to cut rates, and markets
rebounding, household net worth has
reached new all-time highs. Over time, the growing value of financial assets could help to support
consumer spending and sentiment as well. This is often referred to as the “wealth effect” and,
when business cycles are in their expansionary stage, historically drives further growth.

The bottom line? Markets are recovering from the swings experienced just a few weeks
ago. Corporate earnings are growing at a healthy pace which supports markets in the
long run. Investors should continue to follow these broader trends rather than short-
term market swings.
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Intelligent Capitalworks is the tradename for ICW Investment Advisors LLC ("ICWIA"). ICW
Investment Advisors LLC is registered as an investment adviser with the Securities and Exchange
Commission (SEC) and only transacts business in states where it is properly registered, or is
excluded or exempted from registration requirements. SEC registration does not constitute an
endorsement of the firm by the Commission, nor does it indicate that the firm has attained a
particular level of skill or ability.

This publication has been prepared for informational purposes only and is not an offer to buy or sell
or a solicitation of an offer to buy or sell any securities, or to participate in any trading strategy.

ICWIA believes the information presented in this publication is factual and up-to-date, but does not
guarantee its accuracy and you should not regard this publication as a complete and exhaustive
analysis of the subjects discussed herein.

All opinions expressed reflect our judgment as of the date of publication and are subject to change.
You should not construe the content of this publication as being personalized investment advice.
You should engage a professional advisor before pursuing any of the investment ideas or
implementing any of the strategies presented in this publication.

Past performance may not be indicative of future results. All investment strategies have the
potential for profit or loss. Different types of investments involve varying degrees of risk, and there
can be no assurance that any specific investment or strategy will be suitable or profitable for your
portfolio. There can be no assurances that an investment or portfolio will match or outperform any
particular benchmark.

Working with a financial advisor is not a guarantee of future financial success.

Always consult an attorney or tax professional regarding your specific legal or tax situation. ICWIA
does not provide legal, tax, accounting, actuarial, or pension consulting advice or services.

Clearnomics® is the author this material and the legal entity responsible for the production of this
publication.

Copyright (c) 2024 Clearnomics, Inc. All rights reserved. The information contained herein has
been obtained from sources believed to be reliable, but is not necessarily complete and its
accuracy cannot be guaranteed. No representation or warranty, express or implied, is made as to
the fairness, accuracy, completeness, or correctness of the information and opinions contained
herein. The views and the other information provided are subject to change without notice. All
reports posted on or via www.clearnomics.com or any affiliated websites, applications, or services
are issued without regard to the specific investment objectives, financial situation, or particular
needs of any specific recipient and are not to be construed as a solicitation or an offer to buy or sell
any securities or related financial instruments. Past performance is not necessarily a guide to
future results. Company fundamentals and earnings may be mentioned occasionally, but should
not be construed as a recommendation to buy, sell, or hold the company's stock. Predictions,
forecasts, and estimates for any and all markets should not be construed as recommendations to
buy, sell, or hold any security--including mutual funds, futures contracts, and exchange traded
funds, or any similar instruments. The text, images, and other materials contained or displayed in
this report are proprietary to Clearnomics, Inc. and constitute valuable intellectual property. All
unauthorized reproduction or other use of material from Clearnomics, Inc. shall be deemed willful
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infringement(s) of this copyright and other proprietary and intellectual property rights, including
but not limited to, rights of privacy. Clearnomics, Inc. expressly reserves all rights in connection
with its intellectual property, including without limitation the right to block the transfer of its
products and services and/or to track usage thereof, through electronic tracking technology, and
all other lawful means, now known or hereafter devised. Clearnomics, Inc. reserves the right,
without further notice, to pursue to the fullest extent allowed by the law any and all criminal and
civil remedies for the violation of its rights.
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