
MARKET VIEW
STOCKS: DON’T SWEAT THE POST-TRUMP JUMP

Concerns about U.S. equity valuations reflect perceptions that the market has fully priced in prospects  
for earnings acceleration. But analysts’ forecasts for 2017 are nearly unchanged from September 2016.
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  U.S. companies are set to report their strongest profit growth 
in two years for the fourth quarter of 2016, based on consensus 
Wall Street analyst estimates.1 Continuing their recovery from a 
year-long decline in quarterly profits, companies in the broad U.S.-
market representative S&P 500® Index are expected to report their 
bottom lines grew by 3.4% in the fourth quarter of 2016, the fastest 
rate of growth since a 4.6% increase in the fourth quarter of 2014. 
This quarter’s growth is an improvement from the 3% increase  
witnessed in the third quarter, and growth is projected to accelerate 
over the course of 2017.

The earnings recovery caps an eventful year for equity investors, 
one which featured the end of the longest corporate earnings slump 
since the 2008–09 financial crisis. Before turning positive in the third 
quarter of 2016, corporate profits had experienced year-over-year 
declines for five successive quarters (and revenues had experienced 
year-over-year declines for six consecutive quarters), meeting the 
industry definition of an “earnings recession.” During this period, the 
S&P 500 advanced just 1.9%; investors understandably were skittish 
given a lack of fundamental support from profit growth. 

But as we pointed out in the August 8, 2016, Market View,  
corporate profits were poised for a rebound in the third quarter of 

2016. And indeed, corporate profits did return to positive growth; 
alongside this improving fundamental backdrop, the S&P 500 
returned nearly 7% in the second half of the year (see Chart 1).

The return to profit growth came alongside a broader improve-
ment in the U.S. economy. U.S. gross domestic product (GDP) 
expanded at a 3.5% pace in the third quarter, and by most measures, 
the final quarter of 2016 saw another solid performance, according 
to a recent Reuters report.2 Reuters noted that the Institute for 
Supply Management’s (ISM) monthly purchasing managers’ index, a 
key indicator of the health of the manufacturing sector, recently hit 
its highest level in two years, and the global economic outlook has 
improved as well. 

While the reporting season for fourth-quarter 2016 earnings has 
only just begun, early indications suggest that the projections  
for continued earnings growth are sound, and, potentially, a bit  
conservative. According to data from FactSet, by mid-January, the 
consensus-projected earnings growth rate for the quarter already 
had been revised upward (from 3.0% as of December 31, 2016, to 
3.4% as of January 20, 2017), following generally positive announce-
ments from the first major companies to release earnings, with the 
financials sector an early standout in particular (see Chart 2).
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CHART 1. U.S. CORPORATE PROFIT GROWTH IS EXPECTED TO MAINTAIN ITS POSITIVE TREND
YEAR-OVER-YEAR QUARTERLY EARNINGS GROWTH FOR THE S&P 500 INDEX, FOURTH QUARTER 2014–THIRD QUARTER 2016 (AS REPORTED)  
AND FOURTH QUARTER 2016–CALENDAR YEAR 2017 (PROJECTED)
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Source: FactSet. Data as of January 20, 2017. The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio managed by Lord Abbett or any particular investment, and are not intended to 
predict or depict future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. Forecasts and projections are based on current market conditions and are subject to 
change without notice. 
Projections should not be considered a guarantee. Past performance is no guarantee of future results.



But the continued fundamental improvement forecast for finan-
cials and other sectors for the fourth quarter of 2016 depicted in 
Chart 2 needs to be placed within a broader context. While the 
market strength in recent months has been attributed to expecta-
tions of a more favorable outlook for corporate profits owing to the 
effects of President Donald Trump’s economic policies, calendar-
year 2017 earnings estimates for most S&P 500 sectors actually 
are little changed from where they were at September 30, 2016, 
when it was widely forecast that Hillary Clinton would win the U.S 
presidential contest on November 8, 2016 (see Chart 3).

This development is striking in light of some of the objections being 
raised about the market’s post-election rally, especially the notion that 
investors appear already to have priced in the potential benefits of a 
Trump administration: namely, tax reform, deregulation, and fiscal 
stimulus. But in fact, earnings growth forecasts suggest that earnings 
estimates have yet to price in any of a number of developments that 
could boost corporate profits, and, as such, raise an interesting oppor-
tunity—the potential for upside earnings surprises should the new 
administration’s efforts gain traction. This environment could favor 
active managers whose deep research capabilities may enable them 
to identify winners and losers as Trump’s growth initiatives unfold.
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CHART 2. REBOUNDING FINANCIALS SECTOR IS EXPECTED TO HELP SET THE PACE FOR FOURTH-QUARTER EARNINGS
EXPECTED YEAR-OVER-YEAR EARNINGS GROWTH FOR INDICATED S&P 500 INDEX SECTORS FOR THE FOURTH QUARTER OF 2016
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CHART 3. OVERALL, EXPECTATIONS FOR 2017 EARNINGS GROWTH ARE LITTLE CHANGED FROM PRE-ELECTION PERIOD
CHANGE IN ANALYSTS’ CALENDAR 2017 EARNINGS ESTIMATES FOR S&P 500 INDEX SECTORS FROM SEPTEMBER 30, 2016, TO JANUARY 20, 2017
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Chart 2 and Chart 3 source: FactSet. Data are as of January 20, 2017. The historical data are for illustrative purposes only, do not represent the performance of any specific portfolio managed by Lord Abbett or any particular investment, and 
are not intended to predict or depict future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. Forecasts and projections are based on current market conditions and 
are subject to change without notice. Projections should not be considered a guarantee. 
Past performance is no guarantee of future results.



INVESTMENT-LED. INVESTOR-FOCUSED.
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IMPORTANT INFORMATION
A Note about Risk: The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. While growth 
stocks are subject to the daily ups and downs of the stock market, their long-term potential as well as their volatility can be substantial. Value investing involves the risk that the market may not recognize that securities are 
undervalued, and they may not appreciate as anticipated. Smaller companies tend to be more volatile and less liquid than larger companies. Small cap companies may also have more limited product lines, markets, or financial 
resources and typically experience a higher risk of failure than large cap companies.

Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing company.

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee. 

This article may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There can be no 
assurance that forward-looking statements will materialize or that actual returns or results will not be materially different from those described here.

Statements concerning financial market trends are based on current market conditions, which will fluctuate. All investments involve risks, including the loss of principal invested. The value of investments in equity securities 
will fluctuate in response to general economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. Statements concerning financial market trends are based on current market 
conditions, which will fluctuate. There is no guarantee that markets will perform in a similar manner under similar conditions in the future. No investing strategy can overcome all market volatility or guarantee future results.

The price-to-earnings (P/E) ratio, also known as the multiple, reflects how much a stock costs relative to its earnings. It is calculated by dividing the current stock price (the P) by the current earnings (the E).

The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries. 

Indexes are unmanaged, do not reflect the deduction or expenses, and are not available for direct investment

This material is provided for general and educational purposes only. The examples provided are for illustrative purposes only, and are not indicative of any particular investor situation.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as 
a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor prior to making an investment decision.

Copyright © 2017 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.

NOT FDIC INSURED-NO BANK GUARANTEE-MAY LOSE VALUE

1All earnings data referenced herein are from FactSet, as of January 20, 2017.
2Carolyn Valetkevich, “Profit Growth Pickup Could Justify Wall Street Rally,” Reuters, January 16, 2017.


