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October  2022 

T H I S MONTH’ S WEBINAR: (WATCH IT HERE.)  

•  Ec onomic update  

•  W here do markets go from here?  

W H A T’S NEXT? 

M aki ng Sense Webinar:  November 17, 2022  

W an t Weekly Updates? Fol low Making Sense: In Brief.   

Is a Potentional Earnings Recession Bad for Stock Returns?  
As we’ve said, the potent ial for  a material r ecession occur ring in the next 12 -months has increased to  a 60%  probability,  and 

the potent ia l for an earnings recession has also increased . But is an  earnings recession  necessarily a bad  thin g for stocks? 

Consensus expects the S&P 500’s full year  2022 earnings to grow 6.7% ($223/share) .  T he est imated growth in earnings for  

2023 is cur rent ly at  7.3%, but we ant icipate that number w ill fa ll in coming months.  For perspect ive, average earnings growth 

since 1950 is 7.6% . i  

Let ’s say we d o  slip  in to an  earn ings recessio n. What  cou ld that m ean fo r investors? Just because earnings fall,  does 

that mean stocks may also fall? H istor ically,  S&P 500 earnings and returns have not moved in lockstep. Also h istorically,  there 

have been four  phases to the earnings growth cycle: Despair,  Hope, Growth, and Optimism. Let ’s f ir st  consider the Despair 

phase ,  as that ’s where we believe we are today. During the Despair p hase ,  investors see a severe drawdown in price returns  

(often into bear market territor y), but earnings per  share r emain posit ive.  Consider th is year : stocks have fallen, but earnings 

have cont inued to grow. H istor ically,  fo llow ing Despair is the Hope p hase, where real price r eturns rebound dramatically,  even 

as earnings per share start  to turn slight ly negative . The market is a forward pr icing mechanism and quite often begins to look 

beyond an earnings contract ion to better  t imes ahead .  

We believe the earn in gs g rowth cycle  wil l  l ikely en ter the Hope phase d uring 2023—seeing an increase in r eturns, but 

potent ia lly exper iencing negative earnings growth. Addit ionally, Wall Street analysts’ bottom-up consensus expectat ion for  S&P 

500 12- months forward is 4,604 o r ~23% return f rom close on  October 21st ’s close o f 3,752. ii 

 

F i g u re 1 iii:  

    

    

 

 

 

 

 

 

 

 

 

 

 
 

 

https://fast.wistia.net/embed/channel/3szt6oi0ia?wchannelid=3szt6oi0ia&wvideoid=1z9kz4hfkr
https://www.firstcitizens.com/wealth#in-brief
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The views expressed are those of the author(s) at  the t ime of wr it ing and are subject to change w ithout not ice.  First 
C it izens does not  assume any liability for losses that may result  f rom the information in th is p iece.  This is intended for 
general educational and informational purposes only and should not be viewed as investment advice or r ecommendation 
for  a security, investment product or personal investment advice.  

Your  investments in securities, annuit ies and insurance are not insured by the FDIC or any other federal government 
agency and may lose value.  T hey are not a deposit  or other obligat ion of, or guaranteed by any bank or ban k aff iliate and 
are subject to investment risks, including possible loss of the principal amount invested. Past performance does not 
guarantee future r esults.  

F ir st  C it izens Wealth Management is a r egistered trademark of F irst  Cit izens BancShares, Inc.  F i rst C itizens Wealth 
Management products and services are offered by First-Cit izens Bank & Trust Company, Member FDIC; First  Citizens 
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Asset Management,  Inc.,  an SEC-registered investment advisor. 

Brokerage and investment advisory services are offered through First C itizens Investor Ser vices, Inc., Member 
F INRA/SIPC. F irst  Cit izens Asset Management, Inc. provides investment advisory services.  

  

 

 
i FactSet,  10/21/22 
ii FactSet 10/21/22 
iii Goldman Sachs Research 
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