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Is a Potentional Earnings Recession Bad for Stock Returns?

As we’ve said, the potential for a material recession occurring in the next 12-months has increased to a 60% probability, and
the potentialforan earningsrecessionhasalsoincreased. Butis an earnings recession necessarily abad thing for stocks?
Consensus expects the S&P 500’s full year 2022 earnings to grow 6.7% ($223/share). The estimated growth in earnings for
2023 is currently at 7.3%, but we anticipate that number will fall in coming months. For perspective, average earnings growth
since 1950is 7.6%.1

Let’s say we do slip into an earnings recession. What could that mean forinvestors? Just because earnings fall, does
that mean stocks may also fall? Historically, S&P 500 earnings and returns have not moved in lockstep. Also historically, there
have been four phases to the earnings growth cycle: Despair, Hope, Growth, and Optimism. Let’s first consider the Despair
phase, as that’s where we believe we are today. During the Despair phase, investors see a severe drawdown in price returns
(often into bear market territory), but earnings per share remain positive. Consider this year: stocks have fallen, but earnings
have continued to grow. Historically, following Despair is the Hope phase, where real price returns rebound dramatically, even
as earnings per share start to turn slightly negative. The market is a forward pricing mechanism and quite often begins to look
beyond an earnings contraction to better times ahead.

We believe the earnings growth cycle will likely enterthe Hope phase during 2023 —seeing an increase in returns, but
potentially experiencing negative earnings growth. Additionally, Wall Street analysts’ bottom-up consensus expectation for S&P
500 12-months forward is 4,604 or ~23% return from close on October 21st’s close of 3,752.1i
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Relationship Between Earnings Growth & Price Performance
Through the Cycle
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The views expressed are those of the author(s) at the time of writing and are subject to change without notice. First
Citizensdoesnot assume any liability for losses that may result from the information in this piece. This is intended for
general educational and informational purposes only and should not be viewed as investment advice or recommendation
for a security, investment product or personal investment advice.

Your investments in securities, annuities and insurance are notinsured by the FDIC or any other federal government
agency and may lose value. They are nota deposit or other obligation of, or guaranteed by any bank or bank affiliate and
are subject to investment risks, including possible loss of the principal amountinvested. Past performance does not
guarantee future results.

First Citizens Wealth Management is a registered trademark of First Citizens BancShares, Inc. First Citizens Wealth
Management products and services are offered by First-Citizens Bank & Trust Company, Member FDIC; First Citizens
Investor Services, Inc., Member FINRA/SIPC, an SEC-registered broker-dealer and investment advisor; and First Citizens
Asset Management, Inc., an SEC-registered investment advisor.

Brokerage and investment advisory services are offered through First Citizens Investor Services, Inc., Member
FINRA/SIPC. First Citizens Asset Management, Inc. provides investment advisory services.

iFactSet, 10/21/22
i FactSet 10/21/22
i Goldman Sachs Research
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