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to the following year, 2022 EPS has

been revised up 2.9% to $197.47 (+ 41% y/y). EPS for 2022 has been revised up 1.2% since the beginning of the
season to $216.58 (+ 10%). Upward earnings revisions are generally positive for the market, but individual stocks
and market indices have not moved up at the same pace as the positive revisions. This suggests that expectations
were already high coming into this earnings season. As a result, market valuation multiples are trending lower as
companies deliver strong earnings, and a lower premium is being paid for future growth expectations

For companies that have reported so far, 2Q revenue is up around 23.3% y/y, and net income growth is sub-
stantially higher at 101.2%. The faster growth in net income relative to revenue has been driven by better profit
margins. Ten sectors are reporting net profit margins in Q2 2021 that are above their five-year averages, led by the
Financials sector (21.3% vs. 15.5%) and Materials (14.5% vs. 9.3%) sectors.

MASSACHUSETTS NEW HAMPSHIRE NEW JERSEY RHODE ISLAND
45 Braintree Hill Office Park, Ste. 201 36 Maplewood Ave 1 Maynard Drive, Ste 2101 38 Bellevue Ave, Ste. A

Braintree, MA 02184 Portsmouth, NH 03801 Park Ridge, NJ 07656 Newport, RI 02840
781.971.5052 603.292.3699 551.277.2686 401.847.0505




PALLAS

S&P 500 Sector-Level Net Profit Margins: Q221 vs. 5-Year Avg.
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However, only five sectors are reporting a quarter-over-quarter increase in their net profit margins for Q2 2021
compared to Q1 2021, led by the materials (14.5% vs. 11.7%) sector. A 14.5% realized net profit margin reported
by the materials sector for Q2 would mark the highest reported net profit margin since FactSet began tracking this
metric in 2008. The current record for this sector is 11.7%, which occurred in the previous quarter. The financials
sector is also exhibiting strong profit margins of 21.3%, which is the second highest since 2008.

The decline in relative margins from the first quarter and several industries operating at or near peak historical
margins may suggest that margins are peaking. This would suggest that the level of earnings growth realized re-
cently may become more difficult to sustain prospectively, particularly for sectors with outsized margins such as
materials and financials.

China shares have had a volatile week following Beijing’s issuance and then walking back regulatory edicts. China’s
market has been under regular pressure over the past month, but the selloff accelerated following the announce-
ment that China would place greater scrutiny on sectors including technology, finance, and private education.
This culminated in the largest one-day selloft in Chinese stock since the beginning of the COVID-19 crisis.
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Following the selloff, it was reported that the vice-chair of China’s securities regulator met with representatives
from investment banking giants Goldman Sachs, UBS, and others. The message was that recent scrutiny was
focused on specific problems in select sectors and that Beijing will consider market impacts before introducing
future policies. This resulted in a relief rally but long-term investor concerns remain.
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As expected, The Fed did not change short-term interest rates or announce it was cutting back on bond-buy-
ing, but it did say the U.S. economy continued to strengthen and was making progress towards its goals. In
particular, Fed Chairman Jerome Powell acknowledged that the U.S. was on a clear path to a very strong la-
bor market — one of the Fed’s stated key metrics for determining future changes in monetary policy.
In other comments, the Fed Chairman stood by the stance that the U.S. will not have an extended period of high
inflation and that recent evidence of rising prices will prove transitory. He also downplayed concerns about any
economic fallout from the rise in the Delta variant of COVID-19.

A vote in the Senate this week advanced the roughly $1 billion bipartisan infrastructure bill. The vote came after
Democrats and Republicans resolved their biggest sticking points to end in a final agreement. Hurdles remain to
the final passage of the bill with Senate Republicans wanting to see more details first and concerns around rising
deficits, while Democrats want to add more spending to the package.

Q2 GDP came in at a 6.5% annual rate, below consensus for 8.5% but a bit better than Q1’s 6.3% pace. The rise
was driven by an 11.8% increase in personal consumption expenditures, with a notable contribution from food
services and accommodations. While below consensus, the figures are quite strong and support the reopening
that has occurred in broader areas of the economy during the second quarter.
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Led by companies and the government, precautions are being reintroduced in response to growing data
on the contagiousness of the Delta COVID-19 variant. Apple will require both vaccinated and unvacci-
nated customers and staff to wear masks at many of its U.S. retail stores. Disney will require masks to be
worn indoors again at its Florida and California theme parks. And Bloomberg reports that more com-
panies, including Google and Lyft, are pushing back their scheduled office returns. Other companies
such as Facebook have said that they will only allow fully vaccinated employees to return to their offices.
The Biden administration has announced expectations that all civilian workers will need to get vaccinated or face
regular testing, social distancing, mask requirements, and travel limits. Despite these changes, it is not expected
that the Delta variant will have a material impact on the ongoing economic recovery.

Positive earnings surprises remain at or near record levels, as companies continue to see a favorable demand back-
drop. However, not all the earnings news is positive as companies noted expectations for rising input prices pres-
suring margins. Chinese regulatory oversight of their public companies has escalated volatility in their markets.
The Fed is still not expected to begin to end policy accommodation until early next year. Further government stim-
ulus such as the infrastructure bill has progressed but remains complicated as passage gets linked to conflicting ob-
jectives. Finally, the Delta COVID-19 variant continues to raise concern that the pandemic is not fully behind us.

Pallas Capital Advisors will continue to monitor economic, political, and corporate data for implications to markets.

The information contained herein is for informational purposes only, is not personalized investment advice and should not be construed as a rec-
ommendation to purchase or sell any particular security, sector or strategy to any individual person or entity. The decision to review or consider the
purchase or sale of any security, sector or strategy mentioned should not be undertaken without consideration of your personal financial information,
investment objectives and risk tolerance with your financial professional. Past performance should not be considered as an indicator of future results.

Investment Advice offered through Pallas Capital Advisors LLC, a registered investment advisor.
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