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The Fading Earnings Recession 
 

Where Did the Earnings Recession Go? 
 Earnings Growth Steadily Improving. With just over 78% of companies in the S&P 500 reporting, the blended 

year-over-year growth rate in earnings, which combines actual results with analyst expectations for companies 
that have yet to report, currently stands at -0.8%. Given the meaningful recovery from the -4.2% decline 
expected at the start of earnings season, the much feared earnings recession is likely to be modest at best. 

 Strong Labor Market. Last week’s jobs report is further confirmation that labor markets remain healthy. 
Unemployment hit its lowest rate since 1969, falling to 3.6% in April vs. 3.8% in March. For reference, the last time 
unemployment was this low in the U.S., The Jackson 5 were making their first appearance on The Ed Sullivan 
Show. This, coupled with cycle lows in jobless claims over the last few months, corroborate healthy job gains. 

 U.S. Workers Make Productivity Gains. Nonfarm workers’ productivity, measured as economic output per hours 
worked, increased at an annualized rate of 3.6% in Q1, marking the best gain in worker efficiency since 2010. 
Some have cited the positive effects of increased capital expenditures from U.S. companies that were 
incentivized by the Tax Cuts and Jobs Act toward the end of 2017. 

  

Our Take: Earnings growth expectations have recovered meaningfully as the U.S. economy continues to hum along. 
  
 

FOM-C You in June 
 Fed Keeps Interest Rates Unchanged. As expected, the Federal Open Market Committee (FOMC) left rates 

unchanged at its meeting last week. In its official statement, the committee emphasized, “sustained expansion 
of economic activity.” The focus now shifts to the Fed’s inflation conference in early June, where the Fed will 
present the results of its yearlong study into how it should best approach maintaining healthy inflation. 

 Powell Highlights “Transitory” Inflation. In his post-meeting conference, Chairman Powell advanced the idea 
that “transitory” factors may be holding inflation below the Fed’s 2% target. This rhetoric implies a less dovish 
approach at the margin and reduces the probability of an “insurance cut” in interest rates. Powell pointed to 
alternative measures of inflation like the Dallas Fed’s trimmed mean inflation measure, to show price levels 
may in fact be growing slightly above its 2% target. 

 Competing Forces Cloud Inflation Outlook. Unemployment currently sits at half-century lows and wages are 
continuing the trend of solid, but not overly excessive, gains. A meaningful move higher in wage growth may 
flow through to inflation as companies raise prices to maintain profit margins. However, an offsetting factor 
may be productivity, which in Q1 made its strongest gains since 2010. All else equal, more efficient employees 
could support profitability in the face of rising wages, in effect counteracting the effects of higher wages. 

  

Our Take: With the economy at or near full employment, the Fed will remain focused on reaching its inflation target. 
 
 

Trade Deal Soon? We’ve Heard That Before… 
 Throwing a Wrench in a U.S./China Deal. U.S. Trade Rep. Lighthizer and Treasury Sec. Mnuchin traveled to Beijing 

last week for what many cited as the final stages of negotiations for a U.S./China trade deal. However, 
President Trump threatened to raise tariffs on Chinese goods over the weekend, which may complicate things. 

 Tariffs Likely Remain a Hurdle. The long-debated issue surrounding the fate of existing tariffs (and now some 
new tariffs) between the U.S. and China will likely need to be resolved before a deal can materialize. China 
has reiterated its preference for significant tariff relief included in a negotiated agreement, while the U.S. has 
expressed an inclination to keep them in place to ensure China follows through on its promises for reform. 

 Deal Timing Just as Important as its Contents. Chinese Vice Premier Liu He is scheduled to arrive in Washington 
later this week to continue negotiations. Both sides hinted at possibly striking a deal by the end of the week. 
While markets will likely cheer an end to trade hostilities at face value, businesses will be looking for signs that 
the agreement will provide clarity and stability to the rules of the game for doing business across the Pacific. 

 

Our Take: Hope seems high for a U.S./China trade, but the timing and terms of the agreement remain in flux. 



 

Follow us on Twitter: @Glenmede | 2 

JASON D. PRIDE, CFA 
Chief Investment Officer - Private Wealth 
 Responsible for formulating investment policy and strategy 
 Serves as a leading member of the Investment Policy Committee 
 B.S. from Massachusetts Institute of Technology 

GLENMEDE CORPORATE FACTS 
 More than $40 billion in assets under management as of 3/31/2019 
 Founded in 1956 
 Serves high net worth individuals, families, family offices, foundations 

and institutional clients 

Investment Strategy Notes represents a review of issues or topics of possible interest to Glenmede’s clients and not as personalized investment 
advice. It contains Glenmede’s opinions, which may change after the date of publication. Information gathered from third-party sources is 
assumed reliable but is not guaranteed. No outcome, including performance, is guaranteed, due to various risks and uncertainties. This document 
is not a recommendation of any particular investment. Actual investment decisions for clients are made on an individualized basis and may be 
different from what is expressed here. Any reference to risk management or risk control does not imply that risk can be eliminated. All investments 
have risk. Clients are encouraged to discuss anything they see here of interest with their Glenmede representative. 

Chart of the Week:  
 

Earnings Growth Expectations Have Recovered Meaningfully 

 
 

Dates of interest:  
5/6: Germany Markit Svcs PMI; Eurozone Markit Svcs PMI & Retail Sales; Japan Markit Mfg & Svcs PMIs 
5/7: U.S. JOLTS Job Openings & Consumer Credit; Germany Construction PMI & Mfg Orders 
5/8: Germany Industrial Production; China CPI & PPI 
5/9: U.S. Jobless Claims, PPI, Trade Balance & Wholesale Inventories; Japan Personal Consumption Expenditure & 
Real Income 
5/10: U.S. CPI; Germany Trade Balance 


