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Current Trading Strategy 
 
 Trading primarily long ahead of earnings while the S&P 500 is above 
3,275, but trading both long and short after the news. 
 

 
 
 Another setup for a reversal presents itself, and the 

weakening breadth is a warning that the trade is coming, 
but with Earnings Momentum and Positive Earnings 
stocks seeing buyers, the weak participation was due to 
selling in the Negative Earnings stocks and the Value 
Traps. 
 

 DICK’S – in the sweet spot 
 

 Workday – setting up for a breakout   
 

 Williams-Sonoma – expected beat to lead to upward 
revisions    
 
 
 

 
 
 
 

 

Statistics for the month of August 2020 
 Positive Negative In-line Ratio Normal 

Ratio* 

Guidance 195 56 203 77.7% 46.7% 

EPS 
Surprises 

1,410 754 148 65.2% 57.5% 

Whisper 
Surprises 

223 114 15 66.2% 52.6% 

Revenue 
Surprises 

948 743 - 56.1% 56.7% 

     *  The average ratio for the month of August 

 

 

 

 

 
  Key Market Events    

8/26 July Durable Goods    

8/27 Initial Jobless Claims    

8/27 2Q GDP    

8/28 July Personal Income/Spending    

8/28 August Chicago PMI    
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“All good things they say, never last” – Prince 
 
“Markets can stay irrational longer than you can stay solvent” – Keynes  

 
In the current environment, economic data that we have generally considered to be more coincident is 
probably more of a laggard, especially data such as the Durable Goods numbers that will be reported this 
Wednesday because, here we are at the end of August and we are just now getting the numbers for July.  
The chart below shows the Durable Goods New Orders, excluding Transportation, going back to late 1999, 
along with the S&P 500.  It isn’t so much the level of the new orders that coincide with stock prices, but 
rather the direction.  At the bottom, following the dot.com bubble, new orders remained low, particularly 
after the September 11, 2001 attacks, but once new orders started trending higher, it marked the start of a 
new bull market.  After stocks bottomed following the 2008 financial crisis, new orders soon spiked higher 
and gave support that the new bull market had legs.  In 2016, a return to rising new orders signaled the 
end of the earnings recession, and stocks continued higher.  Now, once again, new orders have bottomed 
and, as stock prices move to new highs, we are going to get another tick higher in new orders.  We’ve 
marked the consensus estimate on the chart below.   

 

Top-Down 
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The improving new orders is known and, as we mentioned, more of a lagging indicator at this point, so it 
doesn’t quite deserve the attention we would normally give it.  However, it is a component of our index of 
economic data that correlates highly with stock prices.  The chart below shows our index along with the 
S&P 500 SPDR (SPY) and once we get the July Durable Goods report, it should shift the index higher.   
 
That shift higher doesn’t really tell us much at this point, but after being flat for the second-half of July, we 
view an increase in the July level as being somewhat of a positive.  Either way, though, the real key is that 
we are seeing an increase in August and while our index isn’t back to new highs yet, the direction is what 
tends to be important for stock prices and currently the fundamentals support stock prices heading higher.   

 
 
Of course, with stock prices at new highs and earnings lower than where they were the last time stocks 
were near current levels, there is a lot of concern about valuations.  You can make the argument that stock 
prices are looking out to earnings next year, which is expected to be well after the end of the COVID-19 
economic impact, but we believe the it is the Fed’s liquidity that makes valuations meaningless as long as 
fundamentals are improving.   
 
Last week we provided a long-term chart of the Federal Reserve’s asset purchases and the correlation to 
stock prices.  The chart on the next page is an updated version of the same chart, except we have zoomed 
in to only show the data since late January.  This distorts the peak and trough of the two lines, but the key 
is the increase last week in the Fed’s assets.  The net amount of assets purchased by the Fed last week 
was its highest since the middle of June following the selloff reaction to its rate announcement.  
 
There were seven weeks in 2009 when the Federal Reserve added more money into the financial system 
through its asset purchases than last week, and we’ve seen about the same number of weeks where the 
Fed exceeded the amount since the COVID-19 restrictions, but that it.  Last week was still in the top 20 
weeks all time for the amount of liquidity provided by the Fed.   
 
As the saying goes, “don’t fight the Fed”.  



 
 

August 24, 2020 
 

 

 
© 2020 EarningsWhispers.com 

 
Page 4 

 

 
 
That’s important to keep in mind as we look at the chart on page one of this report.  The Nasdaq 
Composite has accelerated again to break a steeper trend line than we have previously been marking.  
Such a move often signals too much enthusiasm and a blow off top and, as we also discussed last week, 
sentiment is indicative of such enthusiasm.  On the other hand, if the Fed is going to continue providing 
liquidity like it has – and all indications are that it will – then the assumption is the trend line will hold.  
Besides, the technical trade is to short the fall back below the line, not to pick tops.  Consequently, until 
shown otherwise, the bias should likely remain on the bullish side.    
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While the Fed is adding liquidity to the financial markets, there is evidence at least some of the money is 
finding its way into the stock market.  This has been a topic we’ve covered frequently of late and it was just 
as prevalent last week… but with some holes.   The chart below shows the S&P 500 over the past year 
with the index pushing to the 3,400 level to edge out a new high.  The Money Line, which is our measure of 
the net buying and selling in the stock market, pushed higher to new highs, giving support for the move 
higher in stocks.  While this isn’t a traditional buy signal, the idea that there is more money supporting 
stock prices at this level than there was back in February is the basis of the buy signal from this indicator, 
and points to higher prices.   
 

 
 
The holes are in the participation.  It isn’t so much of a concern on the chart above because, even though 
breadth ticked lower as stock prices edged higher, the advance/decline oscillator remained well into the 
positive territory.  The concern is on the chart on page one of this report showing the rapid decline in the 
advance/decline oscillator for the Nasdaq while the index accelerated.  Should these leaders faulter, it 
could be the catalyst that takes an index like the Nasdaq below its trend line to trigger a selling opportunity.   

Market Overview 
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Our measure of the sector rotation remained bullish, but ticked lower.  Looking at the charts, there isn’t 
much weakness but rather some areas of strength in the late-cycle sectors.  Health Care, for example, 
tends to outperform during economic downturns, but recently broke above a trend line from its highs 
around the start fo the year and has held.  This comes as areas like the Financials are showing relative 
weakness.  Still, the indications continue to point to investors buying more early-cycle stocks on 
anticipation of a continued up move.   
 
 
 

 
 
 

Sector Performance 
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Health Care may have seen relative strength, but Technology has led the way.  Furthermore, after last 
week seeing strength in the Earnings Momentum names but weakness in the Positive Earnings stocks, 
buyers stepped back into the Positive Earnings names while selling the Negative Earnings stocks and 
Value Traps.  The implications of this is that investors are buying those stocks with favorable results and 
the weak participation discussed previously is less of a concern as investors sell the stocks of companies 
with weak results.   

Money Flows 
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Earnings Trends 
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Upcoming Releases with Favorable Earnings Whisper Scores 
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Upcoming Releases with Unfavorable Earnings Whisper Scores 
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Our Bottom-Up analysis is a preview of key earnings releases scheduled in the coming week.  Inclusion in our Bottom-Up 
analysis does not, necessarily, imply the stock is a trade ahead of earnings or even that it is setting up for a trade after the news. 
Trades are listed online at http://eps.sh/plays, discussed in our trade notes at http://eps.sh/notes, and/or included in our morning 
emails.   
 
DICK’s Sporting 
Goods  

 

Earnings Whisper Earnings Estimate: Wednesday Volatility 

DKS 
$1.16      $1.03 Aug 26 

Priced into options: 

Revenue Estimate: 11.2% 

     $2.13 billion 7:30 AM ET Average move: 

 7.8% 

 

Last quarter, DICK’S Sporting Goods (DKS) 
reported a loss of $1.21 per share.  It was the 

company’s fiscal first quarter, which isn’t typically a very 
strong quarter for the company anyway, but for the past 
several years DICK’S has reported earnings of at least 
$0.50 per share each fiscal first quarter, so the loss was 
significant.  It took fiscal year earnings estimates down to 
$1.19 per share.  That means shares of DICK’S were 
trading at 39 times fiscal year estimates, which is quite 
expensive for an established retailer.  On the other hand, 
that quarter is behind us and stocks look forward.   
 
The chart at the top of the next page shows next year’s 
earnings estimates (fiscal 2022), which have been revised 
higher lately to $3.30 per share.  The closer we get to the 
end of this year, the more investors are going to look out to 
next year and, since the stock has historically traded at 
16.6 times forward estimates, this implies upside room to 
$55 using current estimates.  If you are going by valuation 
though, there is likely much more upside because most 
indications are that those estimates are too low.   
 
For one, next fiscal year begins in February and, by most 
indications, COVID-19 restrictions will be over before then, 
allowing earnings estimates for next fiscal year to return to their pre-COVID-19 levels of above $4.00 (with 
assumptions that demand is the same).  Using the same valuation method, that puts the upside closer to 
$70.  For now, though, it is probably more important that the earnings estimates for the current fiscal year 
are likely too low, and that means all estimates are subject to move higher in the coming months, which is 
a statistical driver of stock prices.  Kate McShane at Goldman Sachs said she sees increased estimates 
and strong same-store-sales momentum going forwards.  
 
Estimates are too low because, after the huge loss last quarter (and ahead of the news) earnings 
estimates were slashed as stores were closed and concerns about demand weighed on analysts’ views.  
Then, however, the data checks started coming in and stores started reopening.  It turns out, consumers 
wanted athleisure clothes and they wanted equipment they could use to exercised or play with at home or 
on their own.  Bicycles, exercise equipment, golf, running shoes, athletic shorts, etc. were all in high 
demand and continue to be so.  Furthermore, the company’s online presence has added to its sales 

Bottom-Up 

http://eps.sh/plays
http://eps.sh/notes
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strength during the quarter. As Adrienne Yih at Barclays said, this puts DICK’S in the “sweet spot” for the 
new normal.  
 
Consequently, Christopher Svezia at Wedbush said he expects an earnings beat from the company and 
Robert Ohmes at Bank of America Securities said he continues to see accelerating momentum in their 
checks for the company and he sees upside to estimates for the quarter. For that reason, the stock was an 
Earnings Whisper Play last week ahead of its earnings release this week.  The statistics favor a move 
higher going into earnings and the stock held last week at a trend line off the low, but given the upside in 
valuation, the stock likely needs to get and hold above $50 to signal a breakout and give technical support 
for the strengthening trends and the upside potential in the valuations.   
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Workday  

 

Earnings Whisper Earnings Estimate: Thursday Volatility 

WDAY 
$0.68      $0.67 Aug 27 

Priced into options: 

Revenue Estimate: 7.5% 

     $1.05 billion 4:00 PM ET Average move: 

 4.6% 

 
While the chart we are showing below 
shows shares of Workday (WDAY) building 

support below $200, that is still fairly well below the $225 
level shown off to the left of this chart in July 2019… so 
that strength might not be as strong as it looks.  
Furthermore, while the building support below a resistance 
line ahead of positive earnings expectations was a buying 
opportunity in July, we’ve seen resistance hold and selling 
occur even on strong results more recently.  While it 
probably shouldn’t quite be called a cup and handle pattern 
like we have drawn, the better trade is probably for a move 
that holds above $200 where the upside technical target 
based on such a pattern would $225 in the near-term with 
the potential for a longer-term move up towards $285.   
 
That said, positive expectations are statistically favorable 
going into earnings, and that implies a move up towards 
$200 ahead of earnings with the potential to gap above on 
the news.   
 
One reason, besides the technicals, to wait for a move 
above $200 is that there are some mixed checks going into 
earnings, with Yun Kim at Loop Capital indicating 
weakness that could last into the start of next year.  
However, other 
analysts see strength 
developing at the start 
of the year and suggest 
buying ahead of the 
news and at least some 
of the near-term checks 
have been positive.  
For example, Kash 
Rangan at Bank of 
America Securities said 
their checks suggest a 
beat and raise for the 
quarter and believes 
the trends will continue 
into the end of the year.   
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Williams-Sonoma 

 

Earnings Whisper Earnings Estimate: Wednesday Volatility 

WSM 
$0.99      $0.92 Aug 26 

Priced into options: 

Revenue Estimate: 7.2% 

     $1.39 billion 4:15 PM ET Average move: 

 10.8% 

 
Clearly there is a common theme among those 

retail businesses that are doing well in the current environment – 
if you sell something that people use at home, then you are likely 
seeing growth.  If you have a strong online presence to sell those 
items, you are likely seeing accelerating growth.   
 
Williams-Sonoma (WSM) easily meets these criteria and this 
should be reflected in the company’s results on Wednesday.  
Chuck Grom at Gordon Haskett said strong digital trends along 
with strength in home furnishings should provide upside.  After 
seeing a decline in sales last quarter, consensus estimates call for 
single-digit sales growth for the second quarter. However, industry 
checks show 25% year-over-year sales growth for most of the 
quarter, which suggests upside to estimates on the top line. With 
consensus estimates calling for roughly flat margins, there is room 
for an earnings beat too.  Zachary Fadem at Wells Fargo said 
there is likely better-than-expected margin performance from the 
company during the quarter and a likely earnings beat.   
 
The company probably isn’t going to give guidance for the rest of 
the year, but the same industry checks that have shown strong industry sales growth have continued to 
show 25% so far in August.  Consensus estimates, however, call for sales growth to slow to 2.3% in the 
third quarter and to come in at less than 2.0% on the year.  All indications suggest that if the company 
doesn’t provide guidance, commentary during the conference call will allow analysts to revise estimates 
higher.  That might not be the equivalent of a positive guidance announcement, but when it has done so in 

the past, the stock has 
gapped higher 90% of 
the time for an average 
move higher of 4.2%.  
 
Either way, after 
trending higher over the 
past year, the stock 
recently pushed above 
the trend line.  As long 
as this trend line holds 
going forward, the 
implications are a 
continued trend higher.  
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A current listing can be found at http://eps.sh/apluses and to learn more about the Earnings Whisper 
Grades, please go to http://eps.sh/about-grade.  To get early morning alerts for all A+, please see your 
account settings at http://eps.sh/account  
 
So far this quarter, stocks of companies with A+ earnings are up 1.1% on average, since reporting, while 
the S&P 500 is up 3.2% so far. 
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Recent Positive Earnings with Positive Charts  
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Weekly Disclosures 

The following positions discussed in this issue of the Whisper Report ® were held by proprietors, management, or employees of Earnings Whispers as of the 
close on Friday: 
 

We are net long the overall stock market and have long positions in DICK’S Sporting Goods (DKS) and 
Williams-Sonoma (WSM).  
 
 


