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The Earnings Nowcast

Reading the economy through Q3 results

When official data are interrupted and index-level profit growth is unusually concentrated, earnings
calls become a real-time economic dataset. The analytical task is to separate demand from price,
reported profit from cash, and aggregate strength from the experience of the typical company.
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Q3 S&P 500 EPS Estimate | 29.6% | Year-over-year growth, October 9
Sectors Revised Higher | 3 of 11 | June 30 through September 30
10-Year Treasury | 5.26% | October 9 market close

Q4 Brent Forecast | $105 | Per barrel, October EIA outlook

Executive View

Q3 earnings should be read as an operating dataset, not a
scoreboard.

The usual question—did earnings beat expectations?—is too narrow for this reporting season. The
more consequential question is what hundreds of management teams reveal, collectively, about
demand, pricing, employment, inventories, capital spending, credit, and liquidity.

Watson Capital Thesis

Corporate disclosures can provide a high-frequency view of the economy while official releases are
disrupted, but the index headline is not a sufficient proxy. The strongest decisions will come from a
cross-sector mosaic that distinguishes real activity from price effects and accounting earnings from
cash generation.

1. The headline is powerful but concentrated. FactSet placed expected third-quarter S&P 500
earnings growth at 29.6% on October 9. Applying the five-year average uplift from positive surprises
would raise the final rate to 35.6%, but that is a historical scenario—not a forecast.1

2. Revision breadth is much weaker than aggregate growth. Only Energy, Information
Technology, and one other sector recorded higher bottom-up estimates during the quarter; eight
sectors were revised lower. Energy estimates rose 18.0% and Technology 3.5%, while Materials fell
10.2%, Consumer Staples 4.0%, and Health Care 3.3%.2
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3. Official-data disruption raises the value of company evidence. On October 8, Federal
Reserve Governor Christopher Waller said official data had been interrupted following the October 1
government shutdown. Alternative indicators and company disclosures therefore carry greater
near-term weight, while retaining their sampling and reporting biases.3

4. The operating backdrop is demanding. The 10-year Treasury ended October 9 near 5.26%,
and EIA’s October outlook raised its fourth-quarter Brent forecast to $105 per barrel—$14 above its

prior forecast.56

5. The correct response is disciplined triangulation. No single company, sector, or statistic
should determine the macro conclusion. Repeated signals across unrelated industries are more
decision-useful than isolated anecdotes.

The Signal Problem

Index earnings can accelerate while the typical company

experiences something else.

As of October 12, Reuters calculated that more than 200 current S&P 500 constituents were down
for the year. The capitalization-weighted index had gained roughly 14%, while the median
constituent had risen only about 4%. Technology accounted for more than 10 percentage points of

the index gain.7

That divergence does not invalidate the index. It changes what the index can tell us. A small group
of very large businesses can generate exceptional profit growth and legitimately move aggregate
earnings. But an executive or investor using the headline as a description of broad operating
conditions risks confusing concentration with uniform strength.

What it answers

What it can obscure

Preferred confirmation

Index EPS growth

Beat rate

Revenue growth

Adjusted EPS

The analytical distinction

How fast aggregate
reported profit is changing

Whether results exceeded
the consensus bar

How quickly reported sales
expanded

Management'’s view of
recurring profit

Sector concentration, base
effects, share-count
changes

Estimate management and
prior revisions

Price, currency, acquisitions,
and mix

Stock compensation,
restructuring, and capital
intensity

Sector and
median-company growth

Forward estimate changes
after the report

Organic volume and
constant-currency growth

Operating cash flow and
free cash flow per share

A strong earnings season can coexist with a narrow economy. The test is whether demand, cash
conversion, and estimate revisions broaden beyond the industries already carrying the index.
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The Nowcast Scorecard

Build the mosaic through five operating bridges.

01

Demand

Separate unit volume, transactions, utilization, bookings, and backlog conversion from reported
revenue. Ask whether order growth is new demand, delayed delivery, or price.

02

Price and mix

Measure how much growth came from higher prices, premium products, currency translation,
acquisitions, or geography. Pricing without stable volume may signal pressure rather than strength.

03

Cost and margin

Track energy, freight, wages, components, promotions, and financing costs. Focus on incremental
margin: how much additional operating profit each additional dollar of revenue produced.

04

Labor and capacity

Compare hiring, hours, productivity, attrition, and utilization. Businesses often adjust schedules and
vacancies before making larger workforce changes.

05

Cash and funding

Reconcile earnings with working capital, capital expenditure, interest expense, share issuance, and
debt. Growth that consumes progressively more external capital deserves a higher proof threshold.

Evidence standard: label each observation as reported fact, management expectation, or Watson
Capital inference. A forward order comment is not realized revenue; adjusted EBITDA is not free
cash flow; and a one-company anecdote is not an economy-wide conclusion.

Cross-Sector Map

Different industries reveal different parts of the cycle.

Reporting group Primary macro evidence High-quality signal Common misread

Large banks Consumer and commercial Stable delinquencies with Treating reserve releases or
credit, deposits, payments, broad loan and transaction trading gains as underlying
loan demand growth credit improvement

Consumer businesses Traffic, ticket, promotions, Positive transactions with Calling price-led sales
private-label credit, controlled markdowns and growth healthy when unit
inventory clean inventories volumes are falling
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Reporting group Primary macro evidence High-quality signal Common misread

Industrials and transports Orders, freight, utilization, Backlog converts to cash Counting old backlog as
fuel, capital projects without margin erosion or evidence of current demand
cancellations

Technology platforms Cloud and compute Revenue growth Equating capital
utilization, contract accompanied by improving expenditure or bookings
duration, infrastructure utilization and cash returns with immediate economic
spending profit

Energy and materials Realized prices, production, Cash generation after Annualizing spot-price
inventories, input-cost sustaining capital and windfalls or ignoring
transmission working-capital needs downstream cost pressure

The October Federal Reserve minutes described a resilient economy alongside persistent inflation
and recorded a higher staff inflation forecast for 2026 through 2028 than in July.4 The earnings
mosaic can test both sides of that assessment: whether real demand remains resilient and whether
firms are still passing higher input costs into final prices.

Decision Framework

Use observable combinations, not a single macro forecast.

Broad confirmation

Demand and cash growth broaden

Signals: positive volumes, improving revision breadth, stable credit, disciplined inventories, and
free-cash-flow growth across multiple sectors.

Implication: operating resilience is broader than index leadership suggests; selective cyclicality
deserves renewed attention.

Concentrated resilience

Aggregate profit stays strong, breadth does not

Signals: Technology and Energy carry growth while most sectors report weak volume, cautious
hiring, or negative revisions.

Implication: maintain a quality bias and avoid treating headline earnings growth as a broad risk-on
signal.

Inflationary squeeze

Revenue rises, cash economics weaken

Signals: price-led sales growth, falling units, higher working capital, margin compression, and
elevated financing expense.

Implication: reported growth overstates operating health; liquidity, pricing power, and
balance-sheet flexibility become decisive.

Near-term evidence calendar

Oct. 14
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U.S. CPI: BLS currently schedules the September Consumer Price Index for 8:30 a.m. Eastern. The
release should be treated as a direct inflation input if published as scheduled.8

Oct. 13-16

First major reporting wave: large banks and other early reporters establish initial evidence on
credit, spending, capital markets, and corporate confidence.

Oct. 27-28

Federal Reserve: the next FOMC meeting tests how policymakers combine available inflation,
labor, market, and alternative data.4

Action Agenda

Turn reporting season into a repeatable decision process.

Management operating agenda

- Build a weekly price-volume-mix bridge rather than relying on total revenue.
- Stress-test margins at the EIA’s $105 fourth-quarter Brent assumption and at a stronger dollar.

- Separate committed capital expenditure from discretionary expansion and define pause points in
advance.

- Track working-capital absorption and liquidity alongside adjusted earnings.

- Use customer behavior, order conversion, and payment timing as leading indicators for the 2027
plan.

For investors and allocators

- Score estimate revisions after results, not only the percentage of companies that beat.
- Compare organic volume, incremental margin, and free cash flow per share across peers.
- Distinguish temporary energy beneficiaries from businesses with durable unit economics.

- Require corroboration from at least three unrelated reporting groups before changing a macro
view.

- Predefine thesis invalidation: weaker demand, lower cash conversion, or rising funding
dependence.

Watson Capital Conclusion

The most valuable number this season may not be EPS.

Q3 can deliver exceptional aggregate profit growth without resolving the central economic question.
The answer lies in the operating bridges beneath the headline: who is selling more units, who is only
charging more, who is converting revenue into cash, and who needs increasingly expensive capital
to keep growing.

Used carefully, corporate reporting can function as a distributed economic sensor network. Used
carelessly, it can turn a concentrated index result into a false picture of broad strength. Watson
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Capital’'s preferred approach is to collect comparable signals, label uncertainty, and update
decisions only when independent evidence converges.

Source Notes

Primary data and independent reporting
1. FactSet, “S&P 500 Likely to Report Earnings Growth Above 35% for Q3,” October 9, 2026.

2. FactSet, “Analysts Increased EPS Estimates for S&P 500 Companies for 2nd Straight Quarter,”
October 7, 2026.

3. Board of Governors of the Federal Reserve System, Governor Waller’'s economic outlook speech,
October 8, 2026.

4. Board of Governors of the Federal Reserve System, Minutes of the September 15-16, 2026 FOMC
meeting, released October 7, 2026.

5. Reuters, “Stocks advance ahead of earnings, navigating still-high Treasury yields and oil prices,”
October 9, 2026.

6. U.S. Energy Information Administration, October 2026 Short-Term Energy Outlook: Global Oil
Markets, released October 6, 2026.

7. Reuters, “Wall Street’s big but narrow rally: 4 in 10 S&P stocks are down this year,” October 12,
2026.

8. U.S. Bureau of Labor Statistics, Schedule of Selected Releases for 2026, accessed October 12,
2026.

Methodology and uncertainty: Published market and earnings data are observations or estimates as specifically
labeled. The sector scorecard, scenario framework, and recommended decision process are Watson Capital analysis. The
35.6% earnings figure is FactSet's historical-scenario calculation, not Watson Capital’s forecast. Company reports arrive
over several weeks; early results may not represent the full index or economy. Government-release timing may change.
Energy and geopolitical conditions remain unusually uncertain.
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