The Investment Institute
by UniCredit

Coffee Break

Coffee Break is our daily publication, offering topical
insights as an intellectual ingot to start the day.

High expectations, little margin for error

14 October 2026

The earnings outlook remains strong, powered by Al and resilient growth. But
with higher yields and elevated expectations, companies now need to deliver.
If they do, we believe the combination of solid profit growth and more
balanced valuations can support further equity market gains into year-end.

SOLID PROFIT GROWTH AND MORE BALANCED VALUATIONS PROVIDE A TAILWIND FOR EQUITIES
DATA REBASED TO 100 ON 12 OCTOBER 2022, MARKING THE LATEST CYCLICAL LOW OF THE S&P 500
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THE CONTEXT

The 3Q26 earnings season begins this week, with US banks kicking off the reporting cycle. Expectations are elevated.
Consensus forecasts point to S&P 500 earnings growth of around 30% yoy, while European companies are expected
to deliver roughly 20% earnings growth in 2H26. In Europe, we focus on the second half rather than 3Q alone, given
that only around half of the STOXX Europe 600 report quarterly. Technology remains the dominant earnings driver,
fuelled by strong Al investment and accelerating cloud monetisation. Yet the backdrop has become more challenging.
Rising UST vyields have increased the hurdle for equities and reduced investors’ tolerance for disappointment. Put
simply, markets are now priced for delivery. The key question this earnings season is not whether profits will grow,
but whether they will grow fast enough to meet the market’s high expectations.
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THE DATA

By the end of October, firms representing roughly 70% of S&P 500 market capitalisation will
have reported results, with most hyperscale technology companies scheduled to report in the
final week of the month. Consensus expects S&P 500 EPS growth of approximately 27% in 3Q,
compared with around 33% in 2Q. While this implies a moderation in growth, earnings
momentum remains exceptionally strong by historical standards. Al beneficiaries are expected
to account for more than half of total index earnings growth, while hyperscaler capital
expenditure is projected to roughly double yoy. The earnings picture remains highly
concentrated. Information technology and energy are expected to contribute almost 80% of
aggregate earnings growth, while the top ten contributors alone are forecast to generate more
than two-thirds of total S&P 500 profit growth. Nvidia and Micron remain among the most
significant drivers. At the company level, underlying fundamentals continue to appear
constructive. Although consensus expects earnings growth for the median S&P 500 company
to slow from 14% in 2Q to 9% in 3Q, economic activity has remained resilient and upward
earnings revisions have continued to outnumber downward revisions. Margin expansion may
become more difficult as input costs remain elevated and the USD provided less of a tailwind
for large parts of 3Q than in previous quarters. Even so, analysts expect most companies to
once again exceed consensus forecasts. Al monetisation will remain a key theme. Cloud
revenue growth among hyperscalers is expected to accelerate further, from 48% in 2Q to
approximately 55% in 3Q, providing additional evidence that the enormous wave of Al-related
investment is translating into tangible revenue growth and productivity dains.

OUR VIEW

We remain constructive on equities heading into the final quarter of 2026. The key issue is not
whether earnings will grow, but whether companies can clear a bar that has been set
increasingly high by investors. On balance, we believe they can. Economic momentum remains
supportive, earnings revisions have held up well and the Al investment cycle continues to
generate powerful profit growth, particularly among technology companies and beneficiaries
of Al infrastructure investment. Recent evidence of accelerating cloud monetisation also
suggests that the return on Al investments is becoming increasingly visible. Importantly, the
valuation backdrop has improved. The S&P 500’s 12M forward P/E ratio has declined from
around 23 at the start of the year to roughly 19 today, bringing valuations back in line with
long-term averages. This leaves equities in a healthier position to absorb higher bond yields
than they were earlier this year. The main risk is not weak earnings, but earnings that fail to
live up to elevated expectations. This risk is amplified by the narrow droup of companies
currently driving both profit growth and market performance. As a result, investors are likely to
remain highly selective. Nevertheless, if earnings broadly meet expectations and management
teams continue to demonstrate progress on Al monetisation, productivity gains and underlying
demand trends, we believe the combination of solid profit growth and more balanced
valuations can support further equity market dains into year-end.

OTHER THINGS TO NOTE

Focus on US CPI

We expect energdy to have fuelled a 0.6% mom increase in headline CPI, half of which was
probably driven by the price of petrol at the pump, which rose by a further 7% mom. The
core CPI gauge that excludes food and energy is likely to have been relatively well-behaved,
rising by 0.2% mom. The yearly rate for headline inflation likely rose to 3.7% from 3.4%,
while that for core inflation remained at 2.4%.
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TODAY'’S DATA RELEASES
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Fed releases Beige Book
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. Inthe presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this
document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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