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Periods of earnings contraction can offer an opportunity for investors who are willing  
to step outside passive investment strategies.  
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Past performance is no guarantee of future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular investment, and are not intended to predict or depict future results.

With 92% of the S&P 500 companies reporting (as of November 
13, 2015),1 we have a nearly complete picture of the third-quarter 
earnings season. What have we learned?  

EARNINGS PER SHARE BEAT THE ESTIMATES
Earnings declined an estimated 1.8% in the third quarter of 2015. 

But of the 463 companies reporting so far, 74% have reported actual 
earnings per share (EPS) that were above analysts’ estimates.   

This was a low bar to hurdle, however, as analysts lowered their 
expectations significantly for the third quarter. And likely we can 
expect more such “positive” news in the fourth quarter.  According 
to FactSet, analysts are currently predicting a decline in earnings of 
3.6% in the fourth quarter of 2015.  

Gravity (so to speak) was also defied by so-called “shareholder-
friendly” activity, such as stock buybacks, which can boost EPS even 
if a company’s overall income is stagnant or slips. Nearly one-quar-
ter of the companies in the S&P 500® Index that have reported 
results reduced their shares outstanding by at least 4% in the 
12-month period ended October 30, 2015, according to the S&P Dow 
Jones Indices. And this is not a recent phenomenon. In fact, over the 
past three years, companies have directed $1.5 trillion to the repur-
chase of shares. (See Chart 1.)  (For more on shareholder-friendly 
activity recently, see “Corporate Bonds: A Stampede of Elephant-
Sized Deals Hits the Street.”) 

EXCLUDING ENERGY, REVENUES INCREASED OVERALL
Revenues for corporate America declined approximately 4.0% in 

the third quarter.  But investors can take heart from the fact that the 
energy sector (hurt by falling oil prices and high levels of debt accu-
mulated during the energy boom) accounted for the largest share of 
that decline, followed by weakness in metals and mining. If the 
energy sector alone were excluded, the third-quarter sales growth 
rate for the S&P 500 turns positive, from -4.0% to 1.1%. 

In fact, six sectors reported year-over-year growth in revenue, 
led by telecom services (11.8%) and health care (9.3%). That’s fairly 
respectable underlying earnings power, and speaks to the health of 
the broader U.S. economy, at least relative to growth elsewhere in 
the developed world. 

Further, the United States still remains the key geographic 
market for companies in the S&P 500, accounting for about 70% of 
sales, according to FactSet Geographic Revenue Exposure data. 
Year-over-year U.S. gross domestic product (GDP) growth is pro-
jected to be 2.5% for 2015 as a whole, which is consistent with the 
growth of the past few years.    

One can’t dismiss, however, the impact of lower economic growth 
outside the United States. Twelve percent of sales reported by the 
S&P 500 companies are generated within the eurozone, where 2015 
GDP growth is projected to be an anemic 1.5%. Ten percent of sales 

1

CHART 1. COMPANIES ARE ENGAGING IN  
MORE STOCK BUYBACKS 
ANNUAL STOCK REPURCHASES FOR S&P 500 COMPANIES, 1998-2015 
(THROUGH OCTOBER 30) 

CHART 2. THE ENERGY SECTOR SUFFERED THE WORST 
DECLINES IN THE THIRD QUARTER
REVENUE AND PROFIT BY S&P 500 SECTOR FOR THE  
THIRD QUARTER OF 2015 

Source: FactSet

Source: Standard & Poor’s
Data as of October 30, 2015
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is generated from the Asia-Pacific region, most of that from China 
(where economic growth is being managed down) and Japan (where 
deflation is defying a number of policy efforts).   

In fact, burdened with a stronger U.S. dollar, S&P 500 companies 
with business overseas reported weaker sales and earnings growth 
in the third quarter, relative to those companies in the index with 
less global exposure, even when the energy sector was removed 
from the equation. 

ARE WE EXPERIENCING A PROFIT RECESSION? 
Profit recessions are defined as two quarters of consecutive 

declines, at least, in earnings growth. This past quarter marked the 
first time since 2009 that the S&P 500 Index has had two consecu-
tive quarters of year-over-year earnings declines—and, by the way, 
three consecutive quarters of year-over-year revenue declines as 
well. So, from the perspective of the index as a whole, the fact that 
we are in a profit recession is undeniable. But the important point to 
keep in mind is that this is a profit recession driven largely by 
negative reporting in one sector: energy.  

Nor, absent a broader economic recession, is this period of 
earnings contraction likely to be deep or long. Revenue growth, 
which determines earnings growth, is a function of economic 
growth. As Bloomberg data indicate, quarterly changes in real GDP 
have explained roughly 30% of the variance in quarterly profits 
growth over the past 60 years. And, as we’ve seen here in the United 
States, GDP is growing at a slow but, nonetheless, positive pace of 

2.5%. It is true that profit recessions typically accompany economic 
recessions, but they are not reliable predictors of the same. And 
there is a positive side to a profit recession centered in the energy 
sector, as the United States experienced in 1985, because lower oil 
prices are good for many sectors of the U.S. economy.   

Nor should investors necessarily be shy about investing during 
periods of earnings contraction. As was pointed out in our recent 
blog, “Equities: Playing the Expectations Game,” even investing only 
in years in which earnings contracted (16 instances since 1960), an 
investor would have done very well, with an average annual return 
of about 11%. More important, this is a market in which active man-
agement strategies can identify select investment opportunities 
that passive strategies, such as those mirroring an index, do not 
have the capacity to capture.  

In short, the third-quarter earnings season, did not disappoint, 
nor did it surprise, since expectations were low. Viewed from the 
perspective of the S&P 500 Index, we are, to reiterate, in a multiple 
period of earnings contraction, known as a profit recession. But the 
energy sector played the largest role in the contraction. And there 
were other sectors—notably telecom and health care—where per-
formance was strong. As we believe, active managers likely can 
identify companies that have the potential to offer positive earnings 
surprises even during a disappointing earnings season such as 
reflected in the current S&P 500 Index. 

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 securi-
ties are undervalued, and they may not appreciate as anticipated. The value of an investment in fixed-income securities will change as interest rates fluctuate and in response to market movements. As interest rates fall, the 
prices of debt securities tend to rise. As rates rise, prices tend to fall.

The historical data shown in the charts are for illustrative purposes only and do not represent any portfolio managed by Lord Abbett or any particular investment. 

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 of fees or expenses, and are not available for direct investment.
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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 before making an investment decision.

Copyright © 2015 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 MV-11-16-15

2

INVESTMENT-LED. INVESTOR-FOCUSED.

1All data herein reported by FactSet, except as otherwise noted.  Earnings and revenue results use blended numbers, i.e. they combine actual results for companies that have reported so far and estimated results for 
companies yet to report.
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