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MOE’S MARKET MENTIONS

@ Despite slower economic growth, 1Q23 S&P 500 earnings have surprised to the upside, as economic
momentum at the beginning of the year supported an expansion in profit margins. With over 90% of
the S&P 500’s market cap having been reported, profit margins currently stand at 11.8%, a level of
profitability that had only been eclipsed once in the pre-pandemic period.

@ Earnings continue to find support in consumer spending, which accelerated to a gq/q gain of 3.7%
(SAAR) in 1Q23 due to increases in both goods and services. The strength in services demand has
particularly buoyed earnings, with the travel and food services-related industries within consumer
discretionary and industrials recording significant growth in profits.

@ Additionally, while the decrease in private inventory investment dragged on real GDP growth in
1Q23, this was positive for earnings, as it confirms companies are successfully working their way
through bloated inventories.

@ Elsewhere, higher interest rates drove an increase in net interest margins in the financial sector, which
despite the ongoing turmoil with regional banks, had a strong earnings season.

@ Lastly, the cost side of the profit story has also improved. Many of the large tech companies, which
are among the index’s largest constituents, are now focused on managing headcount and optimizing
capital expenditures, with both initiatives providing downside protection to earnings.

@ Year-to-date, gains in the equity market have been driven by multiple growth due to the market’s
expectations for rate cuts by the end of the year. However, looking ahead, if such expectations prove
to be too dovish, any further gains in equities will be dependent on earnings.

CHART OF THE WEEK

S&P 500 Index earnings printed better than feared in 1Q, with
both sales and earnings exceeding consensus forecasts.

The level of expected profit margins rose in 9 of the 11
sectors, reflecting the first sequential increase in margins in
over a year, and is now back at pre-COVID levels.

Slowing economic growth remains a downside risk to
margins, though we believe resilient revenues and slowing
input cost inflation will be supportive of earnings in coming
quarters.

Source: FactSet, Standard & Poor’s, JP Morgan Asset Management
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This document contains the current views and opinions of Moeez Ansari, Chief Investment Officer of Compak Asset Management, a registered investment
adviser. The views expressed are current only as of the date of this document and are subject to change. While the information above is obtained from reliable
sources, we do not guarantee its accuracy. Nothing in this document should be considered investment advice, and nothing is personalized to any investor’s
individual circumstances.

We use terminology associated with technical analysis, and provide charts to illustrate some of the concepts discussed. Technical analysis is a security analysis
method with the goal of forecasting the direction of prices of securities or market indices, through the study of past market data, primarily price and volume.
In no event is past performance a guarantee of future performance.

We make no assurance that past performance or the use of technical analysis will accurately predict future prices. Further, a risk of technical analysis is that
over-focus on historical patterns could lead to ignoring or down-playing security-specific concerns, overall market or sector concerns, or other factors,
because we assume inaccurately the historical patterns will repeat themselves.

Compak Asset Management offers investment advice only after entering into an investment advisory agreement and gathering client-specific information
about goals, objectives, financial status, and risk tolerance. Please visit www.compak.com/formcrs for more information.



