ARGUS ECONOMIC COMMENTARY

February 5, 2024

Economy, Earnings Shaping up as Tailwinds for Early 2024

With the stock market at or near all-time highs as of
mid-January 2024, investors are already wondering how
much upside is left. From a technical perspective, as noted
by Argus Chief Market Technician Mark Arbeter, all or
most indices at all-time highs means all or most investors
are in the green in their positions; there is no lurking subset
of underwater investors waiting for a bump higher to sell
out of unprofitable positions. Historically, Mark notes, the
U.S. stock market tend to sustain rallies once stocks move
to all-time highs.

In any market, there are fundamental as well as technical
considerations, and fundamentals also appear favorable at
this time -- with a caveat or two. The market’s chief concern
for the past two years, inflation, is waning. Unfortunately, it
has left behind the residue of higher prices for everything,
and that continues to weigh on consumer sentiment and
spending.

The fundamentals of economic growth and earnings
generally are favorable. The U.S. economy just delivered a
big upside surprise on GDP. Moreover, the earnings season
is shaping up better than expected, though it is likely too
soon to call the outcome. Our other “Big E,” employment,
is likely cooling but is not a negative for the economy or
the market.

GDP: 4Q Surprise

The advance report on U.S. fourth-quarter GDP was
significantly stronger than consensus expectations, and
capped a second half that was the strongest since the 2021
pandemic-recovery year. According to the advance estimate,
fourth-quarter GDP grew at a 3.3% annual rate. Growth in
4Q23 followed even stronger growth of 4.9% in the third
quarter.

The increase in fourth-quarter GDP was broad-based
and reflected increases in nearly every category: personal
consumption expenditures, residential and non-residential
fixed investment, across-the-board government spending,
private inventory investment, and exports. Even growth in
imports, while subtractive to GDP, reflects increased activity
by shippers and transport companies.

Personal consumption expenditures for 4Q23 increased
2.8%, reflecting increases in both goods and services spend-
ing. Durable goods spending was up 4.6%, led by recreational
spending, while non-durable spending increased 3.4%,
reflecting gains in retail clothing and footwear as well as
at restaurants. Those last two categories paint a picture of a
return to Christmas shopping at the mall, after the years of
pandemic and post-pandemic disruption.

Consumer spending on services grew 2.4%; unsurpris-
ingly, this growth was driven by housing costs, in this era of
rent inflation. Overall PCE growth of 2.8% was not far behind
the 3.1% growth rate in 3Q23, when overall GDP was much
stronger. Plainly, the consumer carried the economy in 4Q23,
even more so than in the prior nine months.

Non-residential fixed investment, the proxy for corpo-
rate capital spending, rose 1.9% at an annual rate in 4Q23.
Structures, equipment, and intellectual property within this
category all grew in low-single-digit percentages.

Residential fixed investment, which swung to 6.7%
growth in 3Q23 after nine straight negative quarters, remained
positive in 4Q23 but moderated to 1.1% growth. Keeping
this category positive in 2024 will likely require a decline
in interest and mortgage rates of at least a percentage point,
and possibly more.

(continued on next page)
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Exports grew 6.3% in 4Q23, with both goods and
services exports increasing. Imports were up a lesser
1.9%. Even given the higher dollar value of imports, the
net exports-imports balance contributed about one-fifth of
a percentage point (18 bps) to overall 4Q23 GDP growth.
Change in private inventories added slightly to GDP
growth, capping a highly volatile 2023 for this category as
the supply crisis turned to supply glut before normalizing.

Overall government spending was up 3.3% and add-
ed more than half a percentage point (56 bps) to overall
growth. State and local government spending growth was
stronger than federal spending growth.

Thanks to the strong finish to the year and the very
strong 3Q GDP report, most economists missed even their
revised forecasts for full-year GDP growth. According to
the Bureau of Economic Analysis’s advance estimate, total
GDP grew by 2.5% in 2023, to about $27.4 trillion from
$26.4 trillion for 2022.

Within the major categories for 2023, PCE grew 2.2%
for the year, or less than the overall economy. Non-residential
fixed investment rose 4.4% for the year, hardly consistent
with the “recession is coming” chatter early in 2023. Resi-
dential fixed investment fell 10.7% for all of 2023, tracking
the housing sector as it reached multi-year lows.

Exports were up 2.7% for 2023, while imports declined
1.7% (reflecting our increasing role as a petro-energy
exporter). Government spending was up 4%, with federal
spending (up 4.2%) stronger than state and local govern-
ment spending (up 3.8%).

GDP is inherently backward looking, and interest in
this series will fade quickly (even with two more revi-
sions to come). The 4Q GDP report does suggest that both
consumers and businesses exited the 2023 year unafraid
to spend, which should lend momentum at least to early
2024. Our GDP expectations for 2024 and 2025 are in the
2% range; but 2023 is a reminder that you can’t “sleep” on
this series.

Earnings: Early 4Q Trends

According to AuditAnalytics.com, roughly 71% of all com-
panies and 75% of large companies are on a December fiscal
year. That has bearing on the S&P 500 earnings’ reporting
season. When the earnings report requires both wrapping
up the past fiscal year and previewing the just-started year,
companies tend to delay their results reports. Of the four
prime reporting months of January, April, July, and October,
reports in January are the most delayed and in fact often
spill over into February.

All of this is a long-winded way of saying that even
late in January 2024, we do not have a definitive picture of
how the 4Q23 earning season will play out. We do know
that at year-end 2023, the consensus of estimates signaled
low-single-digit 4Q23 EPS growth; and that by early Jan-

uary 2024, that forecast had pivoted to a low-single-digit
EPS decline.

With fewer than 25% of companies having reported
as of 1/26/24, both of those expectations appear to be
too conservative. According to Refinitiv, and based on
approximately 120 companies having reported as of that
date, S&P 500 earnings from continuing operations were
up 4.9% for 4Q23 compared with the year-earlier quarter.
Drawing from smaller samples collected a few days before
1/26/24, both Bloomberg and FactSet had blended (actual
and estimated) growth forecasts in the low single digits.

All three agencies report that a higher percentage of
companies than average are beating EPS expectations, and
that the magnitude of the beat is above average. Financial
services companies tend to release results early and as such
represent a disproportionate percentage of actual results to
date; we estimate that Financial Services has been a slight
drag on overall EPS growth. Energy companies by contrast
tend to report late in the cycle; they will certainly weigh
on the overall 4Q23 EPS growth rate.

The final week of January and first full week of Feb-
ruary represent the biggest two weeks in the current EPS
reporting cycle. Once those numbers are in, we will provide
a fuller assessment of the earnings season, along with the
outlook for full-year 2024 and 2025 EPS. For now, we are
comfortable with our forecast that S&P 500 earnings from
continuing operations for 4Q23 will rise in mid-single-digit
percentages year-over-year.

Conclusion

Following the S&P 500’s big run in 2024, in which it rose
26.3% on a total return basis (with dividend), the stock
market is off to a solid start in January. Entering the final
(partial) trading week in the month, the S&P 500 was up
2.5%, while the Nasdaq was up 3.0%, and the DJIA up
by 1.1%.

Given the fascination with generative Al, we would
not be surprised to see Technology and Communication
Services lead the stock market in 2024 as they did in
2023. We note, however, that the market has shown some
refreshing diversification in 2024 year-to-date.

As of 1/26/24, the four sectors playing leadership roles
year-to-date included two winners from 2023, Technology
and Communication Services, but also two of last year’s
laggards, Healthcare and Financial Services. Another of last
year’s winners, Consumer Discretionary, is far down in the
rankings for 2023 to date. After a 2023 year in which just
three sectors beat the overall market, we believe this kind
of sector diversity and leadership disruption bodes well for
full-year 2024 breadth and performance.

Jim Kelleher, CFA,
Director of Research




ECONOMIC TRADING CALENDAR

Release: ISM Services Index Release: Total Vehicle Sales Release: Trade Balance
Date: 2/5/2024 Date: 2/6/2024 Date: 2/7/2024
Month: January Month: January Month: December
Previous Report: 50.6 Previous Report: 15.83 min. Previous Report: -$63.2 Bin.
Argus Estimate:  53.0 Argus Estimate:  15.70 min. Argus Estimate:  -$62.0 Bin.
Street Estimate:  51.9 Street Estimate:  15.65 min. Street Estimate:  -$63.0 Bin.
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Release: Wholesale Inventories
Date: 2/8/2024
Month: December
Previous Report: -3.0%
Argus Estimate: -2.6%
Street Estimate: NA
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Previous Week's Releases

Release

Previous
Report

Argus

Estimate

Street
Estimate

Actual

30-Jan

1-Feb

2-Feb

Consumer Confidence

ISM Manufacturing
ISM New Orders
Construction Spending
Nonfarm Productivitry
Unit Labor Costs

Nonfarm Payrolls
Unemployment Rate
Average Weekly Hours
Average Hourly Earnings
Factory Orders

January

January
January
December
4Q
4Q

January
January
January
January
January

110.70

47.40
47.10
11.3%
5.2%
-1.2%

216 K
3.7%
34.30
4.1%
3.1%

113.00

48.50

48.00

11.7%
1.0%
2.0%

155 K
3.7%
34.30
4.0%
2.0%

111.00

NA
NA
NA
NA
NA

159 K

3.7%

34.40
NA
NA

NA

NA
NA
NA
NA
NA

NA
NA
NA
NA
NA

Next Week's Releases

Release

Previous

Argus
Estimate

Street
Estimate

Actual

13-Feb

15-Feb

16-Feb

Consumer Price Index
CPI ex-Food & Energy

Retail Sales

Retail Sales ex-autos
Business Inventories
Import Price Index
Industrial Production
Capacity Utilization

PPI Final Demand

PPl ex-Food & Energy
Housing Starts

U. of Michigan Sentiment

January
January

January
January
December
January
January
January

January
January
January
February

Report
3.40%
3.90%

5.6%

4.5%

0.4%

-1.6%
1.0%
78.6%

1.00%
1.80%
1460.00
78.80

NA
NA

NA
NA
NA
NA
NA
NA

0.80%
1.80%
NA
NA

NA
NA

NA
NA
NA
NA
NA
NA

NA
NA
NA
NA

NA
NA

NA
NA
NA
NA
NA
NA

1.00%
1.80%
NA
NA
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