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MARKET VIEW
U.S. EARNINGS SLOWDOWN: SHOULD INVESTORS WORRY?

Slower growth in corporate profits may not be indicative of a pending recession.

 MONDAY, MARCH 4, 2019

LORD ABBETT

CHART 1. EPS GROWTH ESTIMATES FOR 2019 APPEAR TO CALL FOR A RECOVERY FROM A NEGATIVE FIRST QUARTER
PERCENT CHANGE, S&P 500® INDEX QUARTERLY EPS GROWTH, 2015-2019 (EST.)

Source: FactSet. Data as of February 22, 2019.  *Estimated. 
Past performance is not a reliable indicator or a guarantee of future results.
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 deduction of fees and expenses and are not available for direct investment.

IN BRIEF

n Fourth quarter 2018 U.S. corporate earnings growth and quarterly 
earnings growth throughout 2019 are expected to come in below 
the elevated levels of prior quarters.

n In our view, the decline will reflect company cost pressures, an 
overall slowdown in global economies and, with respect to 2019 
expectations, the impact of tax reform on 2018 earnings.

n If the deceleration of earnings does continue and the market 
enters an earnings recession, we believe it is not necessarily 
indicative of a broader economic recession. 
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With 89% of companies in the S&P 500® Index reporting fourth 
quarter 2018 earnings as of February 22, 2019, 69% have posted 
earnings per share (EPS) above estimates, but below the five-year 
EPS average, according to FactSet. The blended earnings growth 
rate, which combines actual results for companies that have 
reported and estimated results for companies that have yet to 
report, is 13.1% to date. If 13.1% turns out to be the actual growth 
rate for the period, it would mark the fifth straight quarter of dou-
ble-digit earnings growth, but it would also represent the first time 
since the fourth quarter of 2017 that earnings growth has been 
below 20%. This slowdown in estimated growth is primarily reflec-
tive of tariffs arising from U.S.-China trade disputes and an overall 
softening in global economies. 

2019 Earnings
Looking to 2019, the EPS growth consensus is projecting 

negative growth in the first quarter, although turning positive for the 
balance of the year. 

Additionally, the estimated net profit margin for the S&P 500 
Index for the first quarter 2019 is 10.8%, as reported by FactSet. If 
the reported net profit margin aligns with the estimated figure, the 
S&P 500 Index will experience its first year-over-year decline in net 
profit margin since the fourth quarter of 2016.

Behind the Expected Slowdown in Earnings Growth 
The slowdown in the estimated growth rate in upcoming quarters 

is, in part, related to the time frame in which comparisons are made. 

The tax reform legislation passed in late 2017 had an extraordinary 
impact on EPS growth in 2018. In fact, the lower corporate tax rates 
contributed nearly half of the EPS growth in the S&P 500 over the 
past year, according to Goldman Sachs. Therefore, much of the 
slowdown can be attributed to the dissipation of this transitory event. 

Beyond the tax reform, Apple, Inc. recently issued negative 
revenue guidance for the first quarter of 2019, citing China’s impact 
on profits and the headwinds from the U.S.-China trade conflict. The 
multinational technology company accounted for over 4% of S&P 
500 net income last year, according to The Wall Street Journal. 
Therefore, any changes in estimates will be magnified at the aggre-
gated index level. 

As seen with Apple, the escalating trade tensions between the 
United States and China are expected to weigh on profits through 
2019. Bank of America anticipates that one-third of the decline in 
2019 earnings forecasts can be attributed to the impact of bilateral 
tariffs imposed by the two economic superpowers. 

Not a Cause for Concern
While EPS growth is expected to be slightly negative in the first 

quarter of 2019, as mentioned above, some perspective is in order 
as the actual earnings figure (i.e., not growth rate) is comparable to 
the robust reading in the first quarter of last year. 

Additionally, while tariffs have upended markets globally, Presi-
dent Trump recently announced that he would delay a threat to raise 
such levies after “productive” talks with Chinese representatives. A 
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CHART 2. ESTIMATED NET PROFIT MARGINS FOR FIRST QUARTER 2019 ARE LOWER
S&P 500® INDEX NET PROFIT MARGINS, FIRST QUARTER 2015 –FIRST QUARTER 2019 (ESTIMATE)

Source: FactSet. As of February 22, 2019. Past performance is not a reliable indicator or a guarantee of future results.
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 deduction of fees and expenses and are not available for direct investment.
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CHART 3. YEAR-OVER-YEAR EPS GROWTH FROM 2009-2018 AVERAGED MORE THAN 9%
YEAR-OVER-YEAR EPS GROWTH IN THE S&P 500® INDEX, CALENDAR YEARS 2009 –2018

Source: S&P Dow Jones Indices. As of February 22, 2019.
Past performance is not a reliable indicator or a guarantee of future results. 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 deduction of fees and expenses and are not available for direct investment.

new deadline has not been set. It is clear to us, however, that there 
has been substantial progress in bilateral talks and the issue of 
tariffs may not persist over the long term. 

Lastly, it is worth noting that year-over-year average EPS growth 
from 2009 through 2018 was 9.04%, as seen in Chart 3. As men-
tioned previously, the blended earnings growth rate for the fourth 
quarter of 2018 is 13.1%, which is well above the long-term average 
of the current bull market that began in 2009. While a drop in EPS 
growth rates is a concern for many investors, note that during this 
period of 9% growth in earnings, notably lower than recent quarters, 
the S&P 500 returned a cumulative 243.03%, or 13.12% on an annu-
alized basis. Moreover, the estimated year-over-year earnings 
growth for 2020 and 2021 are more than 11%, according to FactSet, 
further supporting the notion that the deceleration in earnings may, 
in fact, be a reversion to the mean.

Economic Recession Versus Earnings Recession 
Faced with a decline in the earnings growth rate, some observ-

ers are suggesting that this is evidence of an impending economic 
recession. 

But a profit slowdown does not suggest an economic recession 
necessarily. In fact, the historical correlation between earnings 
recessions (commonly defined as two consecutive quarters during 
which the S&P 500 Index earnings decline year over year) and 
economic recessions is not strong; 13 of the 22 S&P 500 Index 
earnings recessions were not followed by an economic recession 
within two years.

While factors such as cheaper oil in the energy sector and higher 
labor costs do weigh on profits, their impact on the bottom line is 
mixed. For example, cheaper oil and higher wages should support an 
increase in consumption and, in turn, revenues for many companies. 

Summing Up
We believe that the muted earnings projections for the first half 

of 2019 stem, in large part, from a confluence of both non-recurring 
and transitory events including unstable U.S.-China trade relations 
and tax reform that has bolstered earnings in recent quarters to 
unsustainable levels. Despite the decline in growth rates, however, 
the absolute level of earnings is still robust, and that is not a factor 
one would expect to see in the months leading up to recession. 
Finally, U.S. business fundamentals are still strong, and the bull 
market that started in 2009 came on the back of growth rates lower 
than what is anticipated for the fourth quarter 2018, suggesting a 
reversion to the mean in earnings growth may still translate to good 
things for stock prices. 

While macro issues undoubtedly have had a significant impact 
on the market, we believe there is still a clear advantage for 
active managers with the ability to pick the right stocks in this 
environment. 
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IMPORTANT INFORMATION

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. No investing strategy 
can overcome all market volatility or guarantee future results. Market forecasts and projections are based 
on current market conditions and are subject to change without notice. Due to market volatility, the market 
may not perform in a similar manner in the future. No investing strategy can overcome all market volatility or 
guarantee future results.

Glossary

Earnings per share (EPS) is the portion of a company’s profit allocated to each share of common stock. 

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

The information provided is not directed at any investor or category of investors and is provided solely as 
general information about Lord Abbett’s products and services and to otherwise provide general investment 

education. None of the information provided should be regarded as a suggestion to engage in or refrain from 
any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide 
impartial investment advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are 
an individual retirement investor, contact your financial advisor or other fiduciary about whether any given 
investment idea, strategy, product or service may be appropriate for your circumstances.

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 perfor-
mance 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. Investors should consult with a financial 
advisor prior to making an investment decision.
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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.

Copyright © 2019 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.

Lord, Abbett & Co. LLC | 90 Hudson Street | Jersey City, NJ 07302-3973 | T 1.888.522.2388 | lordabbett.com

INVESTMENT-LED. INVESTOR-FOCUSED.

OUR FIRM
A singular focus on  
the management of  
money since 1929 

OUR MISSION
Delivering superior long-term 
investment performance  
and a client experience that  
exceeds expectations

OUR DIFFERENTIATORS
n Independent Perspective
n  Commitment to Active Management
n Intelligent Product Design

Want to learn more about our investment strategies?
Contact Lord Abbett at 888-522-2388 or visit us at www.lordabbett.com.


