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Cooler Heads Prevail, Markets Heat Up 
• Pick-Up in Earnings for 2020?

• The current earnings recession may be near its end, as earnings are 
expected to improve moving forward

• From Show-Down to Stand-Down 
• The market is seeing through geopolitical unrest, focusing instead on 

rebounding economic growth prospects

• Workforce is the Workhorse of the Expansion 
• The strength of the U.S. employment market is a big reason why this 

record-long economic expansion has legs
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Earnings Expected to Improve via Downtrodden Sectors

Pick-Up in Earnings for 2020?

• Q4 Earnings Season Underway. With approximately 4% of companies in the S&P 500
reporting so far, the blended year-over-year growth in Q4 earnings, which combines
actual results with analyst expectations for companies that have yet to report,
stands at -2.0%. If the current decline persists, it will mark the first time the index has
reported four straight quarters of year-over-year earnings declines since Q3 2015
through Q2 2016.

• Future Earnings Expectations Improving. 2019 was a rough year for corporate
earnings, with the S&P 500 expected to post a mere 0.6% gain in profits relative to
the year prior. The vast majority of the weakness derived from the more cyclical
sectors of the market, whereas technology, financials and non-cyclical sectors
actually posted modest gains. Cyclicals may be primed for a rebound in 2020,
which should help push the broader market’s earnings base higher.

• Negative Q4 Earnings are Not so Broad. Although negative growth estimates still
persist, it appears only 4 constituents of S&P 500 are dragging earnings lower. The
removal of Micron Technology, Exxon Mobil, Boeing and General Motors would put
the index on pace for a ~0.8% gain in earnings for Q4. These companies are
respectively facing short-term headwinds, such as the trade tension effect on the
semiconductor industry, commodity-related volatility, product recalls and an auto
workers’ union dispute.

The current earnings recession may be near its end, as 
earnings are expected to improve moving forward
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The strength of the U.S. employment market is a big reason
why this record-long economic expansion has legs
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From Show-Down to Stand-Down 

• U.S.-Iran Tensions Recede. After a whirlwind start to the year, which included an 
attack on the U.S. embassy in Baghdad and the death of Iran’s Quds Force 
commander, President Trump stated "Iran appears to be standing down," and 
mentioned no intentions for additional retaliation. Domestic equity markets rallied on 
the geopolitical risk reprieve, with the S&P 500, Dow Jones Industrial Average and 
NASDAQ Composite all hitting new record highs.

• Geopolitics-Induced Energy Volatility Isn’t What it Used to Be. Historically, rising 
tensions in the Middle East have led to spikes in energy costs: crude oil prices 
quadrupled during the oil embargo in the ’70s and surged 30% during the Gulf War 
in the ’90s. Put into that context, the 4% rise in oil prices due to supply shock 
concerns at the height of U.S.-Iran tensions this year appears relatively small. This 
declining sensitivity may be due to the increasing share of the world’s oil being 
generated in the U.S., which has been less affected by regional uncertainty.

• Markets See Through Geopolitical Unrest. Geopolitical risks periodically grab the 
headlines, like North Korea missile launches and now tensions with Iran. These 
themes can often contribute to short-term volatility in markets, but ultimately it’s the 
underlying fundamental trends that determine the direction of risk assets over the 
long-term. Investors can get burned trying to opportunistically trade on these types 
of risk, which can be very difficult due to the inherent unpredictability of geopolitics. 

Workforce is the Workhorse of the Expansion 

• Domestic Jobs Market Firing on All Cylinders. It’s a new year, but it’s more of the
same from the U.S. labor market. The unemployment rate remained unchanged at
3.5% for December, a multi-decade low. This represents a decline relative to the
3.9% level observed at the beginning of 2019 – that change alone is pretty
incredible, given that many thought near-4% readings were as close as we might
get to the lower bound on this metric. There should be no question that the U.S.
economy is operating at full employment at this point in time.

• Labor Pool Still Growing. Last week’s U.S. jobs report showed a healthy expansion of
the labor supply, which grew by 209k new workers in December. The rising trend in
prime age labor force participation has been particularly impressive, which ticked
up to 82.9%, a cycle high. A growing pool of labor softens the upward pressure on
wages in a full-employment environment, which can also mean reduced strain on
corporate margins.

• Goldilocks Wage Growth. Wages continue to steadily move higher in aggregate,
with average hourly earnings growing at 2.9% year-over-year in December and
outpacing inflation. Households have been quietly making spending power gains
throughout 2019, perhaps helping explain why consumers almost single-handedly
carried this economic expansion on its back through the back half of last year.
However, the increases in compensation don’t yet appear to be elevating to levels
that put pressure on corporate margins to a significant degree.

The market is seeing through geopolitical unrest, focusing 
instead on rebounding economic growth prospects
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