
 

 

 

 

Investment Strategy 

Brian G. Belski  Chief Investment Strategist 
brian.belski@bmo.com  (212) 885-4151 

Nicholas Roccanova, CFA Head of US Equity Strategy 
nicholas.roccanova@bmo.com (212) 885-4179 

Andrew Birstingl                        Investment Strategy Analyst 

andrew.birstingl@bmo.com (212) 885-4172 

 
Legal Entity:  BMO Capital Markets Corp. 

 
 

US Strategy – S&P 500 Targets 

Price Target Model 2022E 

DDM 4,925 

Fair Value P/E 4,325 

Price Target 4,800 

  EPS Target Model 2022E 

Macro Regression $245 

Bottom-Up Consensus $228 

Normalized EPS $192 

EPS Target $245 

  
Implied P/E 19.6x 

Source: BMO Capital Markets Investment Strategy. 
 
 

US Strategy – Recommended S&P 500 Sector 
Weightings 

Sector Opinion Tgt. Wgt. 

Communication Services OW 10% 

Consumer Discretionary MW 9% 

Consumer Staples MW 8% 

Energy MW 4% 

Financials OW 12% 

Health Care OW 15% 

Industrials UW 7% 

Information Technology MW 26% 

Materials MW 3% 

Real Estate MW 3% 

Utilities MW 3% 

Source: BMO Capital Markets Investment Strategy. 

OW: Overweight 
MW: Market Weight 
UW: Underweight 

 
 

 

August 10, 2022 

US Strategy Snapshot  

Profit Margin Resilience on Display 

Bottom Line:  One of the major concerns plaguing investors in recent months has been the growing expectation that profit margins 

are too high and need to come down significantly given persistently elevated inflationary pressures and the resulting higher costs 

that companies face. The rally in US stocks since mid-June has only exacerbated these fears, based on our client conversations, with 

many predicting that a steep collapse in margins will ultimately be one of the primary catalysts for the market falling to new price 

lows before the end of the year. We disagree with that notion. We acknowledge that S&P 500 quarterly profit margins are set to fall 

year over year for the second straight quarter in Q2, but forecasts continue to imply resilient margins in the quarters ahead with 

sequential improvement. On a trailing-12-month basis, profit margins for S&P 500 companies are higher now versus the start of the 

year, while NTM profit margin projections have been holding up well, contracting just 23bps since the end of 2021 with 45% of the 

index exhibiting upticks in margin forecasts. From our lens, earnings and profit margins will certainly be important factors to monitor 

in the coming months, and while we are not necessarily ruling out the possibility of profit margins receding from current levels, we 

simply do not see signs yet of the sharp margin deterioration that many investors have been prognosticating.  

Main Points: 

 S&P 500 Quarterly Profit Margins Falling Y/Y, But Remain Above Average, With Upticks Expected in Coming Periods 

 Yes, the S&P 500 is reporting a year-over-year decline in profit margins for the second consecutive quarter in Q2 

 However, forecasts are implying resilient margins in coming quarters with sequential improvements  

 Trailing- and Forward-12-Month Profit Margins for S&P 500 Companies Still Holding Firm Despite Rising Inflation 

 Current S&P 500 LTM profit margins are higher versus end of 2021, while NTM net margins have contracted just 

23bps 

 Margin contraction should not be automatically equated to a significant drawdown in stock prices  

 Almost Half of S&P 500 Index Have Exhibited Improvements in NTM Profit Margin Forecasts This Year   

 While most S&P 500 sectors have lower NTM profit margin forecasts versus the end of 2021, only one sector has 

exhibited margin contraction of more than 80bps 

 Energy (86%), Industrials (55%), and Financials (55%) have the largest percentages of stocks showing 

improvements to NTM profit margins ytd, while Utilities (18%) and Consumer Staples (24%) have the smallest 

percentages. 
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S&P 500 Quarterly Profit Margins Falling Y/Y, But Remain Above Average, With Upticks Expected in Coming Periods

 The S&P 500 is reporting a year-over-year decline in profit margins for the second 

consecutive quarter in Q2 and is set to post another decrease compared to the year-

ago quarter during Q3. 

 That being said, it is important to put these numbers into perspective. A big 

contributor to the drop in profit margins has been the difficult comparisons to the 

elevated levels seen in 2021.  

 In fact, the 13.1% S&P 500 profit margins recorded in Q2’21 marked a 

record high for the index.  

 The current Q2 profit margins for the S&P 500 is tracking at 12.3%, which 

would be 100bps above the five-year average of 11.3% and flat versus 

Q1’22.  

 Looking ahead, quarterly consensus profit margin forecasts for S&P 500 companies 

are implying slight margin improvements in the next two quarters and further upticks 

to 12.6% and 12.8% for Q1’23 and Q2’23, respectively. 

 

 

 

S&P 500 Quarterly Profit Margins Set to Fall Y/Y for Second Straight Quarter in Q2 

 

Source: BMO Investment Strategy Group, FactSet. 

Forecasts Implying Resilient Margins in Coming Quarters With Slight Improvements vs Q2  

 

Source: BMO Investment Strategy Group, FactSet. 
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Trailing- and Forward-12-Month Profit Margins for S&P 500 Companies Still Holding Firm Despite Rising Inflation

Contracting Margins Do Not Necessarily Derail Market Price Performance 

 

Source: BMO Investment Strategy Group, FactSet. 

 Trailing-12-month profit margins for S&P 500 companies have held up well amid 

rising inflation. S&P 500 LTM profit margins have been rising over the past year even 

as y/y CPI has surged to 40-year highs with current margins still near record levels. 

 US stock prices and valuations have de-rated as a result of this higher inflation and 

interest rate environment, but NTM profit margin forecasts have remained fairly 

stable throughout the past year, contracting just 23bps since the end of 2021. This 

suggests to us that analysts are more optimistic on the profitability outlook for S&P 

500 companies and their ability to pass on higher costs than most investors.  

 It is also important to note that even if S&P 500 net margins do end up contracting 

this year or in 2023, this contraction should not be automatically equated to a 

significant drawdown in stock prices, in our view.  

 For instance, we analyzed annual margin and performance trends in the 

S&P 500 since 1990 and found that the market logged double-digit 

percentage gains against a backdrop of falling profit margins (orange bars) 

in 6 of the 11 periods. On average, the annual S&P 500 price return during 

years when margins contracted was 6% with gains occurring in 7 out of 11 

years. 
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Source: BMO Investment Strategy Group, FactSet, Haver, BLS. 

No Significant Deterioration in NTM Profit Margin Forecasts Overall for SPX Companies 

 

Source: BMO Investment Strategy Group, FactSet. 
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Almost Half of S&P 500 Index Have Exhibited Improvements in NTM Profit Margin Forecasts This Year 

Nearly 50% of S&P 500 Companies Exhibiting YTD Improvements to NTM Profit Margins 

 

Source: BMO Investment Strategy Group, FactSet. 

 From a sector standpoint, current trailing-12-month profit margins for 9 of 11 GICS 

sectors are either in line or higher compared to those at the end of 2021. 

 Financials and Utilities have been the only groups to exhibit margin 

contraction ytd, while Energy has seen the biggest expansion this year. 

 LTM net margins for S&P 500 companies have improved by 60bps ytd. 

 On a forward-looking basis, most sectors have seen their NTM profit margins contract 

versus the end of 2021, but the significant deterioration to forecasts that many 

investors and market pundits were predicting has not occurred. 

 Communication Services was the only sector that exhibited NTM net margin 

contraction of >80bps. Utilities NTM profit margins are 72bps lower versus 

the end of 2021, and Consumer Discretionary and Health Care margins are 

63bps lower. NTM profit margins for Energy improved 280bps ytd, while 

those for Industrials and Real Estate have been essentially unchanged. 

 NTM profit margins for the S&P 500 have contracted just 23bps compared to the end 

of 2021 with 45% of stocks in the index displaying margin expansion. Energy (86%), 

Industrials (55%), and Financials (55%) have the largest percentages of stocks seeing 

improvements to profit margins ytd, while Utilities (18%) and Consumer Staples 

(24%) have the smallest percentages.
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Energy With Big YTD Uptick in NTM Net Margins, While COMS Has Displayed Notable Drop 

 

Source: BMO Investment Strategy Group, FactSet. 
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BMO Outperform-Rated Stocks That Fit the Theme 

We screened the S&P 500 index for stocks exhibiting the biggest improvements to next-12-month profit margin forecasts since the start of the year. 

The screening parameters are: 

 Stocks in the S&P 500 index 

 NTM profit margins higher than its forecast at the start of the year 

 Ytd improvement in NTM profit margins falls in top quartile  

 Rated Outperform by BMO Capital Markets Equity Research 

 

 

BMO Outperform-Rated S&P 500 Stocks Exhibiting Biggest YTD Improvements to NTM Profit Margins  

Ticker Company BMO Rating GICS Sector 

ADI Analog Devices, Inc. OP Information Technology 

ALB* Albemarle Corporation OP Materials 

AMD Advanced Micro Devices, Inc. OP Information Technology 

AVGO Broadcom Inc. OP Information Technology 

CF* CF Industries Holdings, Inc. OP Materials 

COP ConocoPhillips OP Energy 

CVX Chevron Corporation OP Energy 

DVN Devon Energy Corporation OP Energy 

ENPH Enphase Energy, Inc. OP Information Technology 

EOG EOG Resources, Inc. OP Energy 

EXC Exelon Corporation OP Utilities 

HES Hess Corporation OP Energy 

HST Host Hotels & Resorts, Inc. OP Real Estate 

MCD McDonald's Corporation OP Consumer Discretionary 

MOS* Mosaic Company OP Materials 

MPC Marathon Petroleum Corporation OP Energy 

PFE Pfizer Inc. OP Health Care 

PSA Public Storage OP Real Estate 

PXD Pioneer Natural Resources Company OP Energy 

SLB Schlumberger NV OP Energy 

Source: BMO Capital Markets Investment Strategy, FactSet. 

Rating Key, according to BMO Capital Markets Equity Research: OP: Outperform, Mkt: Market Perform, Und: Underperform, NR: Not rated by 
BMO Capital Markets Equity Research.  

* Covered by our Canadian affiliate BMO Nesbitt Burns Inc. 
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     Recent US Strategy Research Reports 

 

 

Date Title 

Comments, Snapshots, and Factor Focus Reports 

7/27/2022 US Strategy Snapshot: Focus on Domestically Oriented Stocks Within Industrials 

7/21/2022 US Strategy Comment: Pick Your Spots Within Consumer Discretionary 

7/13/2022 US Strategy Snapshot: Reasons for Some Optimism Amid Ubiquitous Negativity  

6/29/2022 US Strategy Snapshot: Sticking With Our Financials Overweight 

6/23/2022 US Strategy Snapshot: Dissecting the Bear’s Arrival and Its Implications 

6/15/2022 US Strategy Snapshot: Difficult Times Require Process and Discipline 

6/9/2022 US Strategy Snapshot: Lean Toward Value While Also Staying Selective 

5/30/2022 US Strategy Snapshot: Communication Services Barbell = Our Contrarian Overweight 

5/17/2022 US Strategy Snapshot: Still Bullish, With a Dose of Reality 

4/28/2022 US Strategy Snapshot: Charts to Consider as Market Slide Rolls On 

4/20/2022 US Strategy Comment: Preparing for the Second Derivative of Earnings Growth 

4/14/2022 US Strategy Snapshot: Sizing Up Small Caps and Mid-Caps 

3/31/2022 US Strategy Comment: Select Not Neglect When Evaluating Health Care 

3/24/2022 US Strategy Comment: Thematic Report – Industrial Renaissance is Upon Us 

3/15/2022 US Strategy Snapshot: Views From the Observation Deck 

Monthly Reports 

8/4/2022 US Strategy: US Chartbook – August 2022 

8/4/2022 US Strategy: US Factor Profiles – August 2022 

8/4/2022 US Strategy: US Multi-Factor Profiles – August 2022 

Podcasts & Videocasts 

11/24/2021 Videocast: BMO Virtual Fireside Chat With Brian Belski – 2022 Year Ahead for the US & Canada 

Investment Strategy Snapshots and Special Reports 

11/18/2021 Investment Strategy: 2022 Market Outlook - The Year Ahead for the U.S. and Canada 

Canadian Strategy 

 Please call or e-mail us to be added to our standalone Canadian Strategy research 
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For recommendations disseminated during the preceding 12-month period, please visit:  https://researchglobal0.bmocapitalmarkets.com/public-
disclosure/ .

General Disclaimer

"BMO Capital Markets" is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank 
N.A. (member FDIC), Bank of Montreal Europe p.l.c, and Bank of Montreal (China) Co. Ltd, the institutional broker dealer business of BMO Capital 
Markets Corp. (Member  FINRA  and  SIPC ) and the agency broker dealer business of Clearpool Execution Services, LLC (Member  FINRA  and
SIPC ) in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. (Member Investment Industry Regulatory Organization 
of Canada and Member Canadian Investor Protection Fund) in Canada and Asia, Bank of Montreal Europe p.l.c. (authorised and regulated by the 
Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and 
Australia. Bank of Montreal or its subsidiaries ("BMO Financial Group") has lending arrangements with, or provide other remunerated services 
to, many issuers covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital 
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to ensure that the contents 
have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete. 
However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any 
errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its 
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report 
is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not be construed 
as advice designed to meet the particular investment needs of any investor. Nothing herein constitutes any investment, legal, tax or other 
advice nor is it to be relied on in any investment or decision. If you are in doubt about any of the contents of this document, the reader should 
obtain independent professional advice. This material is for information purposes only and is not an offer to sell or the solicitation of an offer 
to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on 
a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities 
discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO 
Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or 
sell securities of issuers discussed herein.

Additional Matters

This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local 
laws or regulations. Its contents have not been reviewed by any regulatory authority. BMO Capital Markets does not represent that this report 
may be lawfully distributed or that any financial products may be lawfully offered or dealt with, in compliance with regulatory requirements in 
other jurisdictions, or pursuant to an exemption available thereunder.

To Australian residents: BMO Capital Markets Limited and Bank of Montreal are exempt from the requirement to hold an Australian financial 
services licence under the Corporations Act in respect of financial services they provide to wholesale investors (as defined in the Corporations 
Act). BMO Capital Markets Limited is regulated by the UK Financial Conduct Authority under UK laws, and Bank of Montreal in Hong Kong is 
regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission, which differ from Australia laws. This document is 
only intended for wholesale clients (as defined in the Corporations Act 2001), Eligible Counterparties or Professional Clients (as defined in Annex 
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II to MiFID II) and Professional Investors (as defined in the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) 
Rules under the Securities and Futures Ordinance of Hong Kong).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein 
subject to the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this report should 
do so through BMO Nesbitt Burns Inc.

The following applies if this research was prepared in whole or in part by Colin Hamilton, Alexander Pearce or Raj Ray:
This research is not prepared subject to Canadian disclosure requirements. This research is prepared by BMO Capital Markets Limited and 
distributed by BMO Capital Markets Limited or Bank of Montreal Europe Plc and is subject to the regulations of the Financial Conduct Authority 
(FCA) in the United Kingdom and the Central Bank of Ireland (CBI) in Ireland. FCA and CBI regulations require that a firm providing research 
disclose its ownership interest in the issuer that is the subject of the research if it and its affiliates own 5% or more of the equity of the issuer. 
Canadian regulations require that a firm providing research disclose its ownership interest in the issuer that is the subject of the research if it 
and its affiliates own 1% or more of the equity of the issuer that is the subject of the research. Therefore each of BMO Capital Markets Limited 
and Bank of Montreal Europe Plc will disclose its and its affiliates’ ownership interest in the subject issuer only if such ownership exceeds 5% 
of the equity of the issuer.

To E.U. Residents: In an E.U. Member State this document is issued and distributed by Bank of Montreal Europe plc which is authorised and 
regulated in Ireland and operates in the E.U. on a passported basis. This document is only intended for Eligible Counterparties or Professional 
Clients, as defined in Annex II to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID II”).

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to 
the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should 
do so through BMO Capital Markets Corp.

To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct 
Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional 
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) 
Order 2005 (the "Order") or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as 
"relevant persons"). The contents hereof are not intended for the use of and may not be issued or passed on to retail clients.

To Hong Kong Residents: In Hong Kong, this report is published and distributed by Bank of Montreal. Bank of Montreal (incorporated in Canada 
with limited liability) is an authorized institution under the Banking Ordinance and a registered institution with the Securities and Futures 
Commission (CE No. AAK809) to carry on Type 1 (dealing in securities) and Type 4 (advising in securities) regulated activities under the Securities 
and Futures Ordinance (Cap 571 of the Laws of Hong Kong). This report has not been reviewed or approved by any regulatory authority in Hong 
Kong. Accordingly this report must not be issued, circulated or distributed in Hong Kong other than (a) to professional investors as defined in 
the Securities and Futures Ordinance and the Securities and Futures (Professional Investor) Rules under the Securities and Futures Ordinance of 
Hong Kong, or (b) in circumstances which do not result in or constitute an offer to the public in Hong Kong.

To Korean Residents: This report has been provided to you without charge for your convenience only. All information contained in this report is 
factual information and does not reflect any opinion or judgement of BMO Capital Markets. The information contained in this report should not 
be construed as offer, marketing, solicitation or investment advice with respect to financial investment products in this report.

To Japan Residents: This report has not been reviewed by any regulatory authority in Japan. This report is provided for information purposes only 
and it should not be construed as an offer to sell, a solicitation to buy, or a recommendation for any security, or as an offer to provide investment 
management or advisory or other services in Japan. Securities may not be offered or sold in Japan by means of this report or any other document 
other than to Qualified Financial Institutions within the meaning of item (i) of Article 17-3 of the Government Ordinance to enforce the Financial 
Instruments and Exchange Act (Kinyu Shohin Torihiki Ho Sekou Rei). Unless specified otherwise, the securities that may be offered to you are 
not and will not be registered in Japan pursuant to the Financial Instruments and Exchange Acts.

To Taiwanese Residents: This report is not intended to constitute investment advice nor a public offer for any investment products to investors 
in Taiwan. This report should only be accessed by investors in Taiwan that are qualified to invest in investment products pursuant to relevant 
Taiwanese laws and regulations, and subject to sales restrictions as set forth in the relevant Taiwanese laws and regulations. BMO Capital 
Markets has not and will not secure the required licenses in Taiwan for the offer of securities and investment services. Any offer of securities 
has not been and will not be registered or filed with or approved by the Financial Commission of Taiwan and/or other regulatory authority 
pursuant to relevant securities laws and regulations of Taiwan, and may not be issued, offered or sold within Taiwan through a public offering 
or in circumstances which constitute an offer that requires a registration, filing or approval of the Financial Supervisory Commission of Taiwan 
and/or other regulatory authority in Taiwan under relevant securities laws and regulations of Taiwan. No person or entity in Taiwan has been 
authorized to offer or sell the securities in Taiwan.

To Singapore Residents: This report is intended for general circulation and does not and is not intended to constitute the provision of financial 
advisory services, whether directly or indirectly, to persons in Singapore. You should seek advice from a financial adviser regarding the suitability 
of the investment products, taking into account your specific investment objectives, financial situation or particular needs before you make a 
commitment to purchase the investment product. This report has not been registered as a prospectus with the Monetary Authority of Singapore. 
Accordingly, it should not be circulated or distributed, nor may the securities described herein be offered or sold, or be made the subject of 
an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (a) to an institutional investor or a 
relevant person as defined in and pursuant to and in accordance with the conditions of the relevant provisions of the Securities and Futures Act 
of Singapore or (b) otherwise pursuant to and in accordance with the conditions of, any other applicable provision of the SFA.
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To Israeli residents: BMO Capital Markets is not licensed under the Israeli Law for the Regulation of Investment Advice, Investment Marketing 
and Portfolio Management of 1995 (the "Advice Law") nor does it carry insurance as required thereunder. This document is to be distributed 
solely to persons that are qualified clients (as defined under the Advice Law) and qualified investors under the Israeli Securities Law of 1968. 
This document represents the analysis of the analyst but there is no assurance that any assumption or estimation will materialize.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished, 
retransmitted, distributed, disclosed, or otherwise made available, in whole or in part, directly or indirectly, in hard or soft copy, through any 
means, to any person, except with the prior written consent of BMO Capital Markets.

Click here  for data vendor disclosures when referenced within a BMO Capital Markets research document.

For assistance with accessible formats of online content, please contact  research@bmo.com .

The recommendation contained in this report was produced at August 10, 2022, 16:04 ET. and disseminated at August 10, 2022, 16:04 ET.
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ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate 

banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking 
clients are served by BMO Harris Bank N.A., (Member FDIC). Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. (member FDIC), Bank of 
Montreal Europe p.l.c, and Bank of Montreal (China) Co. Ltd, the institutional broker dealer business of BMO Capital Markets Corp. (Member  FINRA  and  SIPC ) and the agency 
broker dealer business of Clearpool Execution Services, LLC (Member  FINRA  and  SIPC ) in the U.S., and the institutional broker dealer businesses of BMO Nesbitt Burns Inc. 

(Member Investment Industry Regulatory Organization of Canada and Member Canadian Investor Protection Fund) in Canada and Asia, Bank of Montreal Europe p.l.c. (authorised 
and regulated by the Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the Financial Conduct Authority) in the UK and Australia.

“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets” is a trademark 
of Bank of Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
TM Trademark Bank of Montreal
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